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Canada’s Mineral Wealth 


What is the position of Canada in world mineral 
production ? 


How great is her area of still untapped mineral resources ? 
What is the outlook for the future ? 


The rich mineral resources of Canada are being developed 
to a far greater extent than ever before. In 1954, the physical 
volume of Canadian mineral production was close to 120% 
higher than in 1946, and rapid expansion continues. Owing 
to a generally higher level of mineral prices, the total value 
produced almost tripled between 1946 and 1954, rising to 
more than $1.4 billion in the latter year. 


A special report from our Montreal office provides a 
timely picture of Canada’s minerals development. (Page 374.) 


Probing the Price Picture 


Independence has seemingly marked the behavior of 
prices over the past half-decade. From the end of 1952 to 
mid-1955, “in the face of a sharp rise in business activity, 
an ensuing recession, and then a noteworthy recovery, the 
general price level remained surprisingly trendless.” Now, 
however, business observers fearing inflationary forces in the 
economy view with increasing concern the mounting supply 
of privately held money, the record-breaking employment 
level, and inventory accumulation. “The Price Story,” on 
page 363, analyzes the factors behind postwar price move- 
ments and throws light on future possibilities. 


Staff Activities: Their Worth and Cost 


It is no problem to find the relation between the cost of a 
line division and its contribution to company profit. But 
staff activities are admittedly difficult to evaluate and con- 
trol, and few of the eighty-six companies cooperating in this 
month’s business survey have found “entirely satisfactory 
methods of determining the size or increasing the effectiveness 
of these nonproductive functions.” 

There are, nevertheless, fairly popular management tech- 
niques for handling staff. Budgetary control and personal 
observation are most often employed. The survey of business 


Record e 


357 


practices on page 386 summarizes the various methods for 
controlling staff, and gives specific examples of their appli- 
cation in different firms. 


Down to Brass Tacks on Taxes 


National boundaries are no barriers when it comes to tax 
problems. Canadians are currently grappling with thorny 
issues in intergovernmental tax affairs. In Great Britain, 
businessmen and public officials alike are digesting the 
483-page findings of a royal commission which just concluded 
a five-year study of the income tax. 


Royal commissions such as this one are famous for their 
exhaustive and nonpartisan investigation of pressing national 
issues. In this instance, the problems arising out of today’s 
heavy taxation of incomes which trouble the British have 
their direct American counterparts. “The British Appraise 
the Income Tax,” beginning on page 394, summarizes the 
salient arguments and findings of this monumental study. 
Our report pays particular attention to what the commis- 
sion says about capital-gains taxes, depreciation allowances, 
dividend taxation, and distribution of the tax load between 
corporations and individuals. 


Situation of Nonferrous Metals 


Most nonferrous metals have been in very strong demand— 
owing mainly to the “vigor in European trade, and our own 
recent surprisingly rapid growth in industrial activity.” 
Copper markets have been jumping to such an extent that 
the bulk of tonnage has been moving at 43 cents a pound, 
with some producers getting as high as 50 cents: “‘an unheard- 
of condition.”’ And producers are “uneasy even though their 
incomes mount.” While lead prices have been steady, here 
too “any discernible pressure on the price is upward rather 
than downward.” 

In the speech published on page 382 (it was delivered at 
the Board’s recent Marketing Conference) R. H. Ramsey, 
secretary, St. Joseph Lead Company, analyzes the “Outlook 
for Nonferrous Metals.’ Besides copper and lead, Mr. Ramsey 
details the situation in zinc, aluminum, nickel and other 
metals, citing current prices, production and prospects. 


THE CAPITAL GOODS UPTREND 


As boom turns to: stability in many areas, plant and 
equipment spending is still on the rise 


N LATE SEPTEMBER, perhaps the most im- 
I pressive aspect of general business was the broad 
base of strength on which it rests. In retail trade, 
construction, capital goods, inventory; in federal, state 
and local government spending; in export markets— 
it was hard to find even a local current weakness 
that deserves reporting. 

In July and August, retail trade remained at about 
$15.5 billion monthly. Within the retail trade aggre- 
gate, all the individual components were behaving 
very well indeed. In soft as well as in hard goods, 
volume was at very favorable levels. Retailers in 
new and used automobiles, appliances, apparel, gen- 
eral merchandise—all could take considerable satis- 
faction in summer business. 

_ This broad strength of consumer demand appar- 

ently continued into September. Automobile sales 
are reported to have been excellent early in the 
month, and department store volume, after having 
slipped somewhat in August, has apparently recov- 
ered, although not to the advanced level of July. 
While in recent months the rate of increase in retail 
volume has been extremely slow, and certainly no 
match for the spurt that took place between October, 
1954, and May, 1955, retailers generally are enjoy- 
ing a widely spread prosperity. 


CONTRACT AWARDS STAY HIGH 


One of the few important areas of local weakness— 
the level of automobile stocks—appeared to be clear- 
ing up in the traditionally hectic, and traditionally 
successful, last-minute clearance. As of the begin- 
ning of September, stocks were evidently in the 650,- 
000 range, but they have apparently dwindled rapidly 
during the month. Model change-overs in many 
major makes have reduced the level of output, 
while sales volume has continued at or near record 
levels. 

In construction, too, the recent picture has been 
one of a very high level of activity, broadly dis- 
tributed among almost all types of construction. Go- 
ing into September, the total annual rate of new con- 
struction (seasonally adjusted) had been subsiding 
very slowly for about three months, but the decline 
is mainly concentrated in Federal Government out- 


lays, where it may be more a sporadic condition than 
a permanent trend. In private construction, moder- 
ate rises in nonresidential activity have about offset 
a small decline in housing construction. And outlays 
for state and local construction, although they are 
now reported to be feeling the influence of the higher 
cost of borrowing by states and municipalities, are 
still firm or slightly rismg. Construction contract 
awards in commercial and industrial building have 
recently been running about 25% above a year ago, 
(and about the same percentage above the com- 
parable period of 1953). 

From all appearances, inventory demand is con- 
tinuing at about a $4-billion annual rate, and the ap- 
parent advantages of holding inventory are now being 
augmented by the obvious uptrend in the prices of a 
broad range of industrial commodities. Because of 
shortages, in fact, inventory accumulation in the 
third quarter was evidently at a considerably lower 
rate than purchasing officers themselves would have 
preferred. 

To add further to this list of basic strengths, it 
might be noted that total Federal Government ex- 
penditures, and the national security component, 
have been stable throughout the last several quarters. 
No important reduction appears to be imminent, al- 
though a small further decline in the rate of security 
outlays is forecast by the 1956 budget. 

Foreign markets, too, appear to be strong. For 
almost eighteen months, American merchandise ex- 
ports have been in a gradual and irregular uptrend. 
Exports to Western Europe, which account for about 
one fourth of our total export market, are running 
some 20% above last year, and about 30% above 
1953. While merchandise imports are also somewhat 
higher than last year, the nation’s net export surplus 
(excluding grant-aid shipments) is now running ap- 
preciably above its rate in the preceding three years. 


STIMULUS IN CAPITAL GOODS 


The combined trend in all of these areas—retail 
trade, construction, government spending, inventory 
demand, and the export market—is certainly stable 
and strong. It does not, however, give the general 
impression of important further expansion in the 
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short term. In fact, while the strength of business is 
broadly based, the expansion stimulus now emanates 
mainly from expenditures for plant and equipment. 
In the recovery of business that began in late 1954, 
capital goods industries were notable laggards. The 
fast but brief improvement in production rates during 
the summer and early fall of 1954 reflected mainly an 
end of the depressive effects of government cancel- 
lations of orders. During late 1954 and early 1955, 
output of the machinery industries moved slowly 
downward and then sideways. While order books 
of manufacturers generally began to show improve- 
ment as early as September, 1954, it was not until 
February of this year that machinery orders advanced. 
And it was not until April that production of 
machinery and equipment began to rise sharply. 
Now, when many key manufacturing industries— 
chemicals, petroleum, paper and printing, food and 
beverages, textiles, primary metals, lumber and prod- 
-ucts—have already halted their abrupt climb from 
their 1954 trough and are moving sideways, the 
machinery industry is still improving rapidly. Be- 
tween October, 1954, and March, 1955, total indus- 
trial output rose 7%; in the machinery industries 
output declined slightly. Between March and August, 
1955, total output rose 4%, while machinery output 
climbed 11%. And in recent months the machinery 
industry has been among the very few major indus- 
tries reporting an increase in factory employment. 


DURABLES INDUSTRIES LEAD ADVANCE 


Underlying this pattern of delayed recovery from 
the 1954 recession, and then sharp and continuing 
advance, is the recent behavior of demand for new 
plant and equipment. Outlays for plant and capital 
goods reached a trough of about $25.7 billion (sea- 
sonally adjusted annual rate) in the first quarter of 
1955—about six months after the trough in general 
business. They then jumped sharply to about $27.2 
billion in the second quarter. The Department of 
Commerce series on anticipated outlays indicates a 
sharp further advance in the third quarter. Accord- 
ing to the indications of the expectations series, 
the fourth quarter will see a moderate slowing in the 
rate of increase in total capital outlays. But it is 
worth noting that the slowing seems to be concen- 
trated in the “commercial and other” category. Most 
expenditures in this category consist of construction, 
rather than machinery. In manufacturing industries, 
where the bulk of machinery output goes, capital 
outlays will evidently continue to expand at a more 
or less constant rate throughout late 1955. Here the 
rise is about twice as fast in durable goods industries 
as in nondurables industries. 

Within the manufacturing total for plant and equip- 
ment outlays, the detail on individual industries pre- 
sents a broad reflection of the trend of business over 
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the past two years. Relative to their 1953 peaks, 
outlays are lowest in primary iron and steel, and 
primary nonferrous metal industries. This perform- 
ance is owing in part to exceptionally high 1953 
outlays in these industries, which were among those 
most heavily stimulated by accelerated amortization. 
It is also owing to the fact that the 1954 reversal 
of defense spending and inventory policy struck most 
sharply at metals. In both ‘industries, moreover, 
the size and complexity of new installations make 
a more than usually long lag between the plan- 
ning and execution of capital outlays. 

It is noteworthy that by the end of 1955 expendi- 
tures for metal capacity will have already risen to 
well above their level in the comparable period of 
1954, and it seems altogether probable that at least 
for early 1956 the rate of outlays will be rising rela- 
tively sharply. This conclusion is supported by the 
large volume of recent news about capital spending 
plans in both steel and nonferrous industries. 

The only other major industry group in which 
1955 outlays are lagging substantially below 1953 
is chemicals and allied products. Many of the reasons 
applying to the metals industries apply here also. 


Pause in Business Expansion Pace 


Although most broad measures of business activity 
are at record levels, the behavior of sensitive statistical 
indicators suggests that in late summer the rate of 
advance was much less spectacular than in preceding 
quarters. 

® Rising trends in manufacturers’ new orders for dur- 
able goods, paper and steel production, average weekly 
hours in durables manufacturing industries, freight car- 
loadings, and industrial stock prices continued into 
August. Sensitive commodity prices were also higher. 
Residential construction contract awards, which sagged 
during the spring months, turned up again. 

®TIn contrast to these areas of strength, nonresi- 
dential construction contract awards fell off, continuing 
a decline that set in early in the year. Textile pro- 
duction and average weekly hours in nondurables manu- 
facturing industries were lower. The trend in business 
failures, which had shown improvement throughout the 
year, turned up. 

Summing up these diverse movements among the 
statistical indicators, THe CoNFERENCE Boarp’s 
diffusion index recorded a net balance in favor of ex- 
pansion of +2.67 months. But the August reading is 
the lowest of any month this year, and continues an 
irregular decline since February, when the diffusion 
index yielded an average duration of expansion of +4.42 
months. (The “diffusion” method of summarizing the 
behavior of these twelve key business indicators was 
described in The Business Record for June, 1954; a 
further critical review of its usefulness in business 
analysis appeared in the issue for June, 1955.)—M.L. 


=13.0 


The 
Industrial 
Components > 


Upsurge in Capital Outlays: 
The Total » 


30 


a rene Hl “eveveere%e%er 
Societe 
eereratan Seeegatetenatets 


OO 


0% 
oO 
e 


0,020.0 
95% 5% 
525 


<> 


PZ 


29 


28 


1953 1954 1955 


PER CENT DISTRIBUTION 
OF EXPENDITURES 


el 


26 


25 
1953 1954 1955 


Billions of dollars, seasonally adjusted annual rates 


PER CENT CHANGE, 3RD QUARTER, 1953 TO 4TH QUARTER, 1955® 


COMMERCIAL & OTHERS 17.3 


DURABLE GOODS INDUSTRIES 


WG 
W'™%—=»hh’'5’'’™W 
W'} '© 


mach PUBLIC UTILITIES 


a.0 NONDURABLE GOODS INDUSTRIES 


10.7 MINING 


-10.9 TRANSPORTATION, OTHER THAN RAIL 


RAILROAD 


AINCLUDES TRADE, SERVICE, FINANCE, COMMUNICATION AND CONSTRUCTION @4n7/c1P4TED 


Source: Department of Commerce 


360 BUSINESS RECORD 


PRIMARY 
IRON & STEEL 


ELECTRICAL MACHINERY 
& EQUIPMENT 


MACHINERY 
EACEPIMEUECTRICAL 


I I Il 


aia 


-~_ 


STONE, CLAY 
& GLASS PRODUCTS 


PRIMARY 
NONFERROUS METALS 


CHEMICALS 
& ALLIED PRODUCTS 


PETROLEUM 
& COAL PRODUCTS 


I Il 


fv! 


TRANSPORTATION 
INCL. MOTOR VEHICLES 


FOOD 
& BEVERAGES 


TEXTE AMI be 
PRODUCTS 


RUBBER 
PRODUCTS 


I ai 


8 ANTICIPATED Index numbers: 1953 quarterly average=100; not seasonally adjusted 


OCTOBER, 1955 


361 


362 


The year 1953 saw extremely high capital spending in 
chemicals, thanks in part to accelerated amortiza- 
tion. And, as with metals, new facilities require 
an extensive planning period because of their com- 
plexity. With chemicals, as with primary and non- 
ferrous metals, the uptrend in capital outlays evident 
in 1955 may well continue into 1956. 

In three other industries—stone, clay and glass, 
transportation equipment, and paper and allied prod- 
ucts—this year’s outlays are already substantially 
above the level of 1953. In the case of stone, clay and 
glass, this improvement is, obviously, a direct reflec- 
tion of the strength of construction activity in recent 
years. 

In paper, the high rate of outlays in 1955 doubt- 
less reflects both the strong immediate market for 
paper products, and the long-term growth character 
of the industry as a whole. In transportation equip- 
ment, on the other hand, the level seems to reflect 
primarily the short-term impact of very high levels 
of automobile sales and freight-car orders. In both 
these segments of the transportation equipment in- 
dustry, capital outlays could well be very high. in 
1956: in automobiles because of the foreshadowing of 
major model changes for 1957; in freight cars because 
of the rapid swelling of backlogs that is now taking 
place. 

In four soft-goods industries—food and beverages, 
petroleum and coal products, textiles, and rubber 
—expenditures are approximately at their 1953 levels, 
and there is no special reason for looking for an im- 
portant change in the rate of outlays in these indus- 
tries over the near term. 


SKILLED LABOR IS NEEDED 


Finally, in the machinery industries themselves 
outlays are also about at the 1953 level. While tech- 
nology in these industries is changing rapidly, and 
tooling requirements are therefore high, it is worth 
bearing in mind that plant capacity in many seg- 
ments of the industry still exceeds current operating 
levels. The production problem of these segments in 
1955 is not so much operating capacity as it is short- 
ages of materials and skilled labor. 

Viewed industry by industry, there seem to be 
good grounds for arguing that the advance of aggre- 
gate capital outlays in manufacturing industries will 
not be complete by the year’s end. Some further ad- 
vance in early 1956 may be expected on the strength 
of further requirements in several durables industries 
where the planning period is exceptionally long, or 
markets exceptionally strong, or the pace of tech- 
nology exceptionally rapid. 

It is also possible that the anticipated fourth- 
quarter level of expenditures may turn out to be 
somewhat conservative. Normally, spending plans 
are progressively revised upwards during periods of 


business expansion. This was true of the anticipated 
level of expenditures for the third quarter. Many 
beneficial influences continue to play on the capital 
goods market—strong prices, high profits, rising wage 
costs, and widespread confidence in the long-term up- 
trend of American markets. 

It is nevertheless worth bearing in mind that 
accelerations in capital goods demand cannot con- 
tinue indefinitely, and a few retarding influences may 
already be at work. For one thing, dividend pay- 
ments are now in a rising trend; and this trend is 
very likely to continue if the current level of equity 
security prices is to continue to be at all attractive 
to buyers. 

While the price level of equity securities is certainly 
attractive to corporations as a means of financing new 
capital outlays, the cost of obtaining new money 
through bond issues has risen considerably. As a 
result, the tendency has been to substitute equity 
issues for bond issues, and the total volume of securi- 
ties issued for plant and equipment funds is in fact 
running somewhat below last year. 

At the same time, there has been a considerable 
increase in cash requirements for inventory—an in- 
crease that is likely to continue for several more 
quarters (see “Checkup on the Boom,” The Business 
Record, September, 1955). 

Net sources of funds for capital outlays in manu- 
facturing corporations, while they are still very ample 
indeed, are thus not likely to grow over the next 
six months as they have grown over the past six 
months. And still tighter borrowing conditions, 
which are now widely expected by many market 
analysts, could impinge further on corporate liquid- 
ity, and hence on capital commitments. 


THE FACTOR OF CONFIDENCE 


Finally, Mr. Eisenhower’s illness has doubtless had 
an effect, if only a small one, on the condition of 
business confidence. The initial shock is certainly 
well past. But assuming the President will not run 
for reelection, the 1956 campaign will certainly draw 
attention to the fact that the risk of an interruption 
of Eisenhower policies in 1957 is considerably greater 
than it was. 

Too much could, and probably will, be made 
of this element of uncertainty in the outlook. But 
it is at least true that the current level of capital 
outlays is supported not only by long-term confi- 
dence in the nation’s growth, but also by the assump- 
tion that private business will be allowed to share 
fully and equitably in this growth. 

It is not only the growth but the sharing that is 
called into question by the President’s illness. 


Ausert T. SoMMERS 
Division of Business Economics 
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THE PRICE STORY 


OR THE PAST half decade, the general price 
F level has seemed to show a peculiar indifference 

to the general trend of business. In early 1951, 
in the midst of a continuing defense boom, wholesale 
prices turned down and continued to decline for 
almost two years. Between the close of 1952 and 
mid-1955, in the face of a sharp rise in business ac- 
tivity, an ensuing recession, and then a noteworthy 
recovery, the general price level remained stubbornly 
trendless. 

Looking backward, wholesale prices—measured by 
the BLS all-commodity index—are hardly changed 
from their level of August, 1954, roughly the trough 
of the recent recession. Prices last August were 
less than 0.5% away from those of July, 1953, the peak 
of the post-Korean boom. And July, 1953, prices were, 
in turn, on a par with those prevailing in the preceding 
seven months. 


VIEW WITH UNEASY EYE 


The apparent stability of “the price level” over 
the past two and a half years has undoubtedly served 
to dampen the severity of recent business fluctuations. 
The acceleration of mid-’52-mid-’53 never assumed 
the riotous pace of price inflation. And the orderliness 
of inventory liquidation which followed was doubt- 
less owing largely to the absence of a downward spiral 
in prices—and inventory valuations. 

For a full year now, the current recovery has pro- 
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ceeded without the extra stimulation of a general 
price upswing. In recent months, however, observers 
have been eyeing the price level with increasing un- 
easiness. Privately held money supply is currently 
mounting, employment has reached unprecedented 
heights, and accumulation of business inventories has 
replaced liquidation. In addition, consumption ex- 
penditures, bolstered by rising personal income, con- 
tinue their upward trend and both business and 
consumer credit extensions have risen sharply. 

In the face of these general inflationary forces, and 
the added effects of recent wage and price increases 
in the key steel industry, analysts are wondering how 
much longer the current price stability can continue. 
Will the general price level finally break out of its 
2¥4-year quietude and surge forward with the rest 
of the economy? Or will it continue to fluctuate with- 
in a narrow range in defiance of mounting upward 
pressures? 

A review of the past five years of price history indi- 
cates that the lack of relationship between wholesale 
prices and other business indicators has been more 
apparent than real. Both the 1951-1952 price down- 
trend and the 1953-1955 lull have been intimately 
connected with shifts in demand and supply which 
have occurred during these years—shifts which have 
averaged out in broad economic indicators. 

The general upswing which immediately followed 
the onset of Korean hostilities was owing almost en- 
tirely to a surge in private demand, reflecting for the 
most part a rapid inventory accumulation in both 
the consumer and business sectors. Between June and 
September, 1950, personal consumption expenditures 
increased at an annual rate of $14 billion; between 
September and the closing months of the year, they 
receded somewhat, only to mount again by another 
$11 billion in the early months of 1951. 


THAT POST-KOREA PRICE SPURT 


The inventory buildup of the business sector was 
less immediate. Although gross private domestic in- 
vestment turned upward in the third quarter of 1950, 
the rise was moderate and confined wholly to outlays 
for construction and producers’ durables. Between 
September and the year-end, however, inventory ac- 
cumulation accelerated sharply, rising from an annual 
rate of $5 billion in the third quarter of 1950 to $15 
billion in the fourth quarter, and remained close to 
this level through the first half of 1951. 

The response of prices to the Korean buying spree 
was sudden, sharp, and pervasive. In the space of 
three months—between June and September, 1950— 
wholesale prices, which had previously exhibited a 
slow recovery from the 1949 recession, climbed 7%. 
And by February of 1951 they overreached June, 
1950, levels by 16%. 

The Korean price upswing affected virtually every 
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sector of the commodity market. Between mid-1950 
and early 1951, seventy-five of seventy-six subgroups 
within the BLS all-commodity index registered ad- 
vances. Farm prices moved up 24%; processed foods, 
17%; and industrial prices, 15%. Within the indus- 
trial sector, materials characteristically displayed 
greater volatility than finished goods. 

The rate at which prices of the major industrial 
groups moved up showed little direct relation to in- 
creases in defense demands. Textiles and apparel, 
hides, skins and leather goods, paper and rubber ex- 
perienced the most marked increases: Between June, 
1950, and February, 1951, they mounted by more 
than 20%. Prices of metals and machinery, on the 
other hand, increased by only 10% to 14%, less than 
the average for all industrial commodities. 

As a matter of fact, federal spending for national 
security lagged markedly through most of 1950. By 
the fourth quarter of the year it had advanced only 
$5 billion (annual rate) over midyear levels. Private 
demand, in contrast, was up by almost $23 billion. 


WHEN PRIVATE DEMAND BEGAN TO LAG 


Beginning in 1951, federal spending began to at- 
celerate. Private demand, on the other hand, reached 
a peak in the early months of the year, then began to 
recede slowly. It continued downward through the 
third quarter of 1952, as outlays for consumer and 
producer durables declined and investment in new 
construction tapered off. On balance, gross national 
product continued to climb, but at a retarded rate, 
and federal spending assumed increasing importance 
in totals. Moreover, at the close of 1950, industrial 
production leveled off and remained unchanged for 
the first five months of 1951. For a full twelve months 
thereafter, it wavered within a 3% range, and never 
exceeded its December, 1950, ceiling. 

This was the period of “rolling readjustment,” char- 
acterized by shifting demand patterns and stable ag- 
gregate output. The price increases of the preceding 
months had resulted principally from a sudden spurt 
in private demand. With the sag in nongovernment 
outlays came a slow, steady downward readjustment 
of prices. 

The 1951-1952 price reversal was selective, and, in 
important respects, corrective in nature. While prices 
in general declined for almost two years, some product 
groups remained unchanged or moved upward, al- 
though more slowly than in the preceding period. 
Thus, between February, 1951 (when the BLS all- 
commodity index reached a peak), and December, 
1952 (the terminal date of the general price down- 
trend) machinery and motive products advanced by 
3%, tobacco and bottled beverages by 2%. Metals, 
nonmetallic minerals, fuel, power and lighting mate- 
rials, and miscellaneous commodities showed no sig- 
nificant change in price level. Other major product 


groups declined by amounts ranging from 4% for 
pulp and paper to 23% for hides and leather. 

On the whole, the groups whose prices held firm or 
advanced somewhat during the over-all downtrend 
were those that had experienced the smallest gains 
during the general price spurt. On the other hand, the 
deepest declines were in the main displayed by those 
groups whose prices had spurted most sharply in the 
preceding period. Thus the 1951-1952 price reversal 
moderated in rather logical fashion some of the ex- 
cesses of the upsurge. 

The 1951-1952 downtrend also served to alleviate 
the disparities in prices of materials and finished 
goods which had developed during the inflation of the 
preceding eight months. Between June, 1950, and 
March, 1951, industrial materials had mounted by 
20%. Over this same period, finished goods had risen 
by only 12%. Between March, 1951, and July, 1952, 
industrial materials declined by almost 9%, while in- 
dustrial finished goods remained virtually unchanged. 
Thus the relationship between materials and finished 
goods, which the price advance had disturbed, was 
pretty much restored by the ensuing decline. 


THE STEEL STRIKE AND THE PRICE LEVEL 


The summer steel strike dropped industrial produc- 
tion to a trough in July, 1952. Thereafter output 
mounted steadily and sharply until, twelve mnonths 
later, it reached a peak 19% above its prior-year low. 
In the fourth quarter of 1952, personal consumption 
expenditures climbed noticeably, primarily because of 
a sharp upturn in durables buying. Gross private 
domestic investment also increased, with inventory 
investment displaying the most marked rise. The gen- 
eral price level tapered downward through the final 
months of the year, then leveled off. It has shown 
little change since. 

The 24-year stability of the general price level 
should not, however, be mistaken for an absence of 
price movements. While the over-all index has varied 
within a mere 1% range since December, 1952, its 
components have been more active. At wholesale, 
opposing trends of farm and industrial products have 
been marked throughout the period of apparent price 
stability. Since the close of 1952, the index for 
agricultural products has declined more than 11%, 
while industrial commodities have trended slowly 
upward. Currently, the latter are more than 3% 
above December, 1952, levels. 

Within the industrial sector, a similar diversity of 
movement has occurred. Like farm products, prices 
of hides, skins and leather goods have tapered down- 
ward. Most recent quotations are over 5% below 
December, 1952. Textile and apparel prices have also 
sagged—to a current level 3% below that of late 
1952. But prices of many other commodity groups 
have mounted noticeably. For example, rubber and 
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products are 16% ahead of their December, 1952, 
mark; metals and products, 12%; nonmetallic min- 
erals (structural), 10%; tobacco and bottled bev- 
erages, 9%; and machinery and motive products, 6%. 

The behavior patterns of the separate commodity 
groups have varied considerably within the period of 
over-all stability. (See chart.) For example, while 
the general price level settled down to its current 
lethargy in December, 1952, rubber and products con- 
tinued to decline through August, 1953. For a full 
year, thereafter, this group wavered within 2% of 
its 1953 trough. It is only in the current recovery 
that rubber has shown a decisive climb. 

Hides and leather goods reached a trough in April, 
1952, then moved upward by 7% through June, 1953. 
Between June, 1953, and December, 1954, a period 
which encompasses a significant part of the recent re- 
cession, prices of these goods declined by 9%. In the 
current year, prices of leather goods have firmed. 

Metals and products dipped slightly between Janu- 
ary, 1951, and June, 1952, then mounted by 7% 
through August, 1953. Between August and Febru- 
ary, 1954, metal prices sagged by 2.5%. Since early 
last year, they have risen 10%—wmore than half of it 
since the July steel adjustments. 
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Machinery and motive products have experienced 
no actual price reversal since the Korean upsurge. 
However, there were no price advances for eight 
months, from February through October, 1952. Then 
between October, 1952, and the first quarter of 1954, 
prices advanced by 3%, only to level off again through 
October, 1954. Since that date, they have moved 
forward by 3%. 

Most of the wholesale product groups can be 
classified with one or another of the models described 
above. Despite the diversity of price behavior, some 
general pattern is discernible. While timing and in- 
tensity of movement have differed for the various 
product groups, almost all have shown some respon- 
siveness to the sags and surges of business. 

For the past two and one-half years, however, 
cyclical swings seem to have been a secondary factor 
in determination of price levels. Cumulative pres- 
sures on the price level have not developed to any 
great extent. Price movements have not fed on 
each other, and commodities have been most respon- 
sive to their own specific market conditions. The 
result has been a process of continuously offsetting 
adjustment, averaging out to a dynamic stability 
in the over-all price level. yo 


How Price Adjustments in 1951-52 Corrected Korean Inflation Distortions 
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Prices in Recession and Recovery 
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The apparently minor influence of cyclical fluc- 
tuations in recent price developments is attributable 
in some measure to the nature of the shifts in busi- 
ness climate which have occurred in this interval. 
For example, the 1952-1953 business acceleration took 
place against a background of truce negotiations 
which, although discordant and discontinuous, gave 
promise of ending the Korean hostilities in the fore- 
seeable future. The psychological atmosphere was thus 
vastly different from that which prevailed immedi- 
ately after the inception of the fighting war in Korea. 
While government spending continued at high levels, 
some decline in this area was anticipated. 

In the private sector, demand accelerated mildly in 
the third quarter of 1952, owing mainly to an up- 
swing in inventory investment following the cessation 
of the steel strike. In the final months of 1952, 
with even sharper inventory growth, and a marked 
increase in outlays for consumer durables, private 
demand accelerated notably. But the uptrend, be- 
ginning as it did from a very high level, lasted only 
another half year. Its effect on prices was to halt 
the 1951-1952 sag, without ever actually reversing it. 


THREE ‘52-'53 PRICE FACTORS 


The moderate price effect of the 1952-1953 business 
advance can be attributed principally to three fac- 
tors: (1) the expected termination of the Korean 
conflict; (2) the relatively brief duration of the ac- 
celeration; and (3) a rapid expansion in supply which 
accompanied the rise in demand. 

Almost all the growth in output took place in the 
space of four months. Between July and November, 
1952, industrial production increased 16%. Between 
November, 1952, and April, 1953, it climbed another 
2%, then remained substantially unchanged until it 
began to recede in September, 1953. Thus neither 
real nor anticipated shortages were strong enough to 
provoke a price spurt. On the other hand, demand 
evidenced sufficient strength to preclude a continu- 
ation of the previous decline. 

The signing of the Korean armistice in July, 1953, 
signaled the close of three years of wartime boom. 
In the third quarter of the year, gross national prod- 
uct declined, and continued to edge downward until 
mid-1954. The over-all index of wholesale prices, 
however, maintained its dynamic stability. 

While the business contraction was shallow (GNP 
declined by only 3% from peak to trough), other 
factors were perhaps equally important in preserving 
the firmness of over-all prices. The decline in defense 
expenditures, which was a major precipitator of the 
business downtrend, was of known duration and 
dimensions, and had been planned for on levels other 
than price. Moreover, after less than six months of 
recession, and while federal demand was still contract- 
ing, other sectors turned upward. 
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Throughout the twelve months of downtrend, final 
demand faltered by only 1%. Given this constancy of 
total spending, the inventory contraction never as- 
sumed distress proportions and was handled by a cut- 
back in production sufficient to maintain a rough de- 
mand-supply balance at prevailing prices. So the 
1953-1954 business sag was worked through mainly 
in terms of quantity rather than price adjustments. 

This process was aided considerably by certain 
conditions which, while not unique during recessions, 
were present to a unique degree in this one. For one 
thing, disposable personal income, after an almost 
imperceptible dip in the fourth quarter of 1953, con- 
tinued to advance throughout the recession, and thus 
provided support for a slowly mounting volume of 
consumer outlays. Moreover, while corporate sales 
turned downward, the revenue loss accompanying 
such a contraction was offset in major proportion by 
tax cuts resulting principally (although not entirely) 
from the highly advertised demise of the excess- 
profits levy, and by rapidly rising depreciation allow- 
ances. 

Further, it is important to note that prices at the 
end of the Korean boom had already experienced a 
mild but corrective deflation in the business shifts of 
1951-1952. Speculative price distortions had thus 
been reduced or removed before the onset of a general 
_ business decline. 


NO SUPPLY FAILURE 


All of the foregoing has added up to an absence of 
general price pressures—a happy phenomenon that 
has continued into the current recovery. To date, 
while demand has mounted at an extraordinarily 
rapid rate, supply has also expanded notably, and 
imbalance has thus far been confined to specific areas. 

There is, of course, no guarantee that the con- 
ditions responsible for the prices of the past four 
years will continue indefinitely, and many of the 
fundamental conditions of price inflation that are 
now present, although perhaps temporarily, are never- 
theless there abundantly. In July, for the first time 
this year eleven of thirteen major product groups 
within the industrial sector edged upward, although 
only to a minor degree except in the case of rubber 
and metals. This advance has evidently continued. 

Whether this movement will intensify depends, 
over the short run, on the strength of the mushroom- 
ing expansion of recent months. But it may be well 
to bear in mind that over the longer run, the market 
place will be able to call upon a mounting supply of 
finished goods—the result of the tremendous upsurge 
in industrial capacity and productivity that has taken 
place during the past few years, and is still continuing 
at a record rate. 

Britta Kospocow 
Division of Business Economics 
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BUSINESS FORECASTS 


General 


New York Herald Tribune (September 7)—““The business 
outlook for the rest of 1955 will be marked by rising personal 
income and industrial prices, by inventory accumulation and 
by expanding activity in public construction and business 
spending, Keystone Co. of Boston. . . forecasts. 

“‘These ‘plus factors’ are expected to offset any constriction 
in new home construction and new automobile sales. 

“The investment research company expects a considerable 
moderation in the rate of increase of instalment credit and, 
perhaps, some decline in the rate of home construction, as 
contrasted with a rise in industrial and public construction. 


“Tt is forecast that the results will be seen in a general 
inventory accumulation which is, however, not expected to 
reach serious proportions for some time. 


“The investment outlook is said to be stable. ‘Earnings,’ 
it is stated, ‘are now evaluated more generously. Steadily 
rising dividend payments are expected for the balance of the 
year, but at the same time the volume of new issues will 
expand.’ 

“Interest rates, it is thought, will continue to tighten, 
compensating for the upward pressure of higher dividends.” 


Construction 


Steel (September 12)—‘“‘Construction will have another 
banner year in 1956. That spells good business weather for 
many metalworking lines—construction machinery, hard- 
ware, home appliances, other household items, building 
materials and supplies. 

“The outlook for 1956 is to be a ‘second-best’ year—not 
quite so good as the one in progress, but still good enough to 
pass up 1954 (which was the best year construction ever had 
until 1955 got rolling).” 


The Iron Age (September 1)—“‘Demand for new houses 
should remain strong well into 1956, a Federal Reserve 
Board survey indicates. New figures compiled on consumer 
spending plans show that 9.4% of all nonfarm families (or 
‘spending units’) plan . . . buying or building a new home 
this year. Another 8.5% have similar plans for 1956... .” 


Apparel 


Sixty-fourth Open Letter of Gramercy Park Clothes 
(September 9)—“‘Prospects in the men’s suit business are 
brighter than they have been for several years. Retailers 
are fairly well prepared for the new fall 1955 selling season 
upon which they are now entering. Manufacturers are confi- 
dently expecting the best bookings in some time as the spring 
and summer 1956 lines are being opened and offered for sale. 
Nothing of boom proportions is in sight; it is hardly expected 
that the industry will attain the prosperity being enjoyed 
today by the economy generally. However, the high level 
of industrial and commercial activity that exists today, the 
increase in wages, both announced and expected, the trend 
toward nondurables that is anticipated as a result of official 
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Percentage Changes in the Board’s Consumer Price Index 
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SLIGHT CHANGE IN CONSUMER PRICES 


OR THE SECOND consecutive month, Tux 
f ConrerENcE Boarp’s ten-city consumer price 

index moved slightly higher. The index, at 
100.6 in August, was up 0.1% since July, and 0.2% 
from the August, 1954, index of 100.4 (1953=100). 
As for the individual cities, Chicago and Indianapolis 
were the only ones to show significant changes, a rise 
in one of 1.4% and a decline in the other of 1.1% 
since July. The range in the other cities was from 
an increase of 0.2% in Philadelphia to a decline of 
0.4% in New York. 
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The purchasing value of the dollar was 99.4 cents 
(1953 dollar—100 cents), 0.2% below July, and be- 
low August, 1954. 

The food index stood at 98.1, as compared with 
98.5 in July and 99.5 in August, 1954. The only city 
reporting higher food prices was Chicago (up 2.3%). 
Downward movements occurred in the other nine 
cities ranging from 0.1% (in Houston and Philadel- 
phia) to 1.9% in Indianapolis. A 5% drop in the 
prices of fruits and vegetables partly offset a 3% 
rise in dairy products and eggs. There were further 
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decreases in potato prices, as well as lower prices 
for onions, tomatoes, apples, peaches, and cantaloupes. 
The change in dairy products and eggs came mostly 
from a rise in egg prices. 

The meat, fish, and poultry subcomponent was 
about 1.0% below the July reading, owing to strong 
downward tendencies of pork and lamb prices. Move- 
ments of beef, veal, and poultry prices were mixed, 
and prices were higher for fresh fish. Other food sub- 
components showed no significant changes. 

The housing index moved up 0.3%, and was 1.0% 
above the year-ago level. An increase of 0.6% in 
furnishings and equipment reflected slight rises in 
furniture and some appliance prices. Changes in the 
city housing indexes ranged from an increase of 0.9% 
in Detroit to a decline of 0.2% in Birmingham. 

A rise of 0.6% in the apparel index, the largest 
monthly change this year, was mainly owing to a 
2.7% increase in the Chicago index. The only other 
city to show a change in either direction of more than 
0.2% was Philadelphia, with an increase of 0.6%. 
The over-the-year change for the ten cities as a whole 
was an advance of 0.3%. 

The transportation index rose a slight 0.2% over 
July and, at 102.0, stood 0.3% above the August, 1954, 
figure. For the individual cities, Philadelphia had the 
greatest rise, one of 1.5% and Indianapolis, with a 
local gasoline price war, had a drop of 4.1%. 

_ Sundries, at 102.4, moved up 0.3% since last month 
and 1.4% over the year. Five of the cities showed 
imcreases—the greatest being 1.0% in Chicago. Three 
cities showed no change, and Houston and New York 
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prices fell 0.1% each. There were slight increases in 
all the subcomponents. 

The 1.4% increase in the Chicago all-items index 
largely reflected a new sales tax in effect in Ilinois. 
This also holds true for some of the increases in the 
individual components. Changes in sales or use taxes, 
when passed on to the consumer, are considered price 
changes in the CPI and are treated as such. 


DISCONTINUATION OF TEN-CITY INDEX 


This is the last time Tue Conrerence Boarp’s ten- 
city consumer price index will be compiled. For 
September, six of the ten cities will be shifted to a 
quarterly pricing cycle, so that in the future only 
four cities will be priced every month: Chicago, 
Houston, Los Angeles, and New York. 

The primary purpose of the ten-city mdex was 
to provide a preview of the United States index, not 
available until several weeks later. Until the recent 
revision of the CPI, this purpose was well served, but 
as can be seen from the accompanying chart, the 
changes in the two index series have not corresponded 
closely since 1952. Whatever similarity exists is main- 
ly because price conditions during the past two years 
have been generally stable. As soon as any substan- 
tial changes occur, however, it is highly probable that 
the ten-city index would not give a preliminary indi- 
cation of the movement of the United States index. 

The chart shows that percentage changes during the 
period 1950 through 1952 rarely differed by more than 
one percentage point between the two series, and in 
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The Conference Board's Consumer Price Index for Ten Cities, and Purchasing Value of Dollar 
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IN INDUSTRIAL AND PUBLIC CONSTRUCTION 
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Industrial and public utility outlays hold steady... . 
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Forecasts of future needs for public works—high- 
ways, schools, sewerage and water systems—are 
appreciably above 1954 record outlays. 

(All figures in billions of dollars.) 


SEWERAGE & WATER 
Sources: Bureau of Labor Statistics; Department of Commerce; Bureau of Public Roads; Office of Education; Conference Board 
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Quarterly Business Review 


CANADA'S 
EXCEPTIONAL 
BUSINESS YEAR 


E YHERE IS NO LONGER any doubt that 1955 
will represent by far the best business year in 
Canada’s history. The momentum of the gains 

in the earlier part of the year has not only carried 
the economy through the summer months with only 
shallow seasonal slowdowns, but has also led to the 
establishment of new monthly peaks in employment, 
industrial production, mineral output, residential con- 
struction, retail sales, and many other economic indi- 
cators. And given the buoyancy and pattern of re- 
cent trends, the over-all level of business activity in 
the second half of the year should be very substan- 
tially above that of the first half. 

Exports and resource development, which paced 
the expansion in the early part of 1955, have re- 
mained potent expansionary forces. Consumer spend- 
ing and residential construction, which had earlier 
paused in their upward climb, have surged forward 
once again. Business outlays for plant and equip- 
ment have increased substantially, and plans for fu- 
ture expenditures have been revised upward. 


RAPID ECONOMIC EXPANSION 


As in the United States, automobile production and 
sales have boomed. Tight supply conditions prevail 
for iron and steel and certain other industrial mate- 
rials. And the high rate of consumer and business 
spending has moved goods through production and 
distribution channels so swiftly that inventory-sales 
ratios appear to be relatively low in many lines of 
business. In step with the increased tempo of busi- 
ness activity, the money supply and credit volume 
have risen substantially to new records. 

To date, all of these rapid changes have taken place 
without any evidence of serious inflationary forces. 
The economy remains in remarkably good balance. 

At a seasonally adjusted annual rate of $2614 
billion in the second quarter, Canada’s gross national 
product was over 4% above the first quarter (the 
previous all-time peak) and close to 10% above a 
year earlier. By any standard this represents a very 
rapid economic expansion—and one considerably ex- 


ceeding anticipations in the early part of this year. 
Finance Minister Harris in his budget speech of 
April 5 had estimated that the country’s GNP might 
reach $2514 billion for 1955, as a whole, with perhaps 
an annual rate of $26 billion being reached by the 
end of the year. At that time even this appraisal was 
regarded in most responsible quarters as being on 
the optimistic side. 

Among the large gains recorded in the second quar- 
ter were those for expenditures on personal consump- 
tion, new residential construction, and new business 
machinery and equipment. Spurred by a large 
rise in provincial government outlays, government 
purchases of goods and services reached a rate ex- 
ceeded only in the peak wartime year of 1944. 

Major advances were made both in nondurable 
and durable goods. The rise in the latter, however, 
was almost entirely attributable to enlarged’ spend- 
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ing on automobiles. Although personal consumption 
expenditures rose by an amount almost equal to the 
rise in personal income, personal savings also in- 
creased significantly. Business inventory accumula- 
tion, which had been a prominent feature of the first 
quarter, shrank to an almost negligible amount in the 
following three months. Favorable weather condi- 
tions greatly improved grain prospects. 
Manufacturers’ shipments and new orders broke 
through all previous highs in the second quarter. At 
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the same time, inventories remained relatively stable 
at levels below the comparable months in 1954. Raw 
materials failed to rise despite the rising scale and 
pace of production, while inventories of finished goods 
fell slightly to the lowest levels since 1953. 

The over-all index of industrial production has 
month by month widened its lead over 1954. In June, 
the latest month for which data are available, this 
lead rose to over 9%. The gains reflected in this over- 
all advance have been broadly based—in wood and 
paper products, automobiles, other iron and steel 
products, nonferrous metal products, electrical ap- 
paratus, chemicals, textiles and other industries. 

In distribution, virtually all types of stores have 
shared to some extent in the rise in consumer outlays 
since the first quarter of the year. The temporary halt 
in rising retail sales in the first quarter caused some 
backing up of inventories in distributive channels, 
but brisk sales more recently have not only greatly 
enlarged the flow of goods through retail outlets, but 
have apparently created some backlogs of inventory 
demand. 

Despite adverse seeding conditions in large parts 
of western Canada earlier this year, generally favor- 
able crop conditions in recent months give reason- 
able hopes for better-than-average grain yields and 
wheat quality. According to the latest official esti- 
mates, this year’s wheat crop will be well above the 
average for the past ten years. An extended summer 
drought in Eastern Canada and some early frost have 
produced spotty agricultural setbacks in parts of 
both Ontario and Quebec. Nevertheless, there are 
good prospects that Canadian agriculture will show a 
much better production performance than a year ago. 
However, cash farm income in 1955 may well be no 
higher than in 1954. Wheat marketings have not 
measured up to earlier expectations, and average 
prices of Canadian farm products have been lower 
than in any year since 1947. 

Rising economic activity has been accompanied by 
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a rising volume of money and credit. As of July 31, 
1955, currency outside banks and public demand de- 
posits stood at 5,105 million Canadian dollars—$503 
million (almost 11%) above the same date in 1954. 
During the same period there was also a rise of $483 
million in personal savings deposits, to $5,599 million. 
This expansion in the lending and investment oper- 
ations of the banks reduced their cash ratios almost 
to the minimum requirement of 8%—the first time in 
Canada’s banking history that the country’s banks 
have held virtually no “excess reserves.” 


NO MONETARY RESTRAINTS 


Symptomatic of heavier demands for credit has 
been a stiffening of short-term interest rates. The 
average rate for tenders on new three-month Treasury 
bill issues was 1.78% in mid-September, compared 
with 0.78% early in February. Long-term rates, 
however, have risen only moderately. For example, 
the rate on the 314% 1979 issue of Government of 
Canada bonds rose only to 3.27% in mid-September 
from 3.14% in mid-February. In line with these 
tate changes, and as a means of fostering a continued 
development of a flexible short-term money market, 
the Bank of Canada raised its discount rate from 
144% to 2%, effective August 6, 1955. Thus far in 
1955 the rapid but balanced expansion of the Canadian 
economy has not warranted any move toward mone- 
tary restraint. 

Despite a considerably larger than seasonal rise 
in Canada’s labor force this year to a new record of 
almost 5.8 million persons in August, the numbers 
of unemployed have dropped sharply. In August, un- 
employed workers represented 2.3% of the total labor 
force—below the 3.1% level of August, 1954, but still 
well above the exceptionally low 1. 1%. level of Aug- 
ust, 1953. With further major economic advances in 
prospect, employment should be relatively much 
better sustained during the coming winter than was 
the case a year earlier—A. J. R. 5S. 
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CANADA DEVELOPS HER MINERAL RESOURCES 


mineral deposits has revealed that Canadian 
resources are very substantially greater than 
had previously been anticipated. 

The oil boom in the Western Provinces, the rugged 
penetration of iron ore deposits on the Quebec-Labra- 
dor border and in northwestern Ontario, the enlarge- 
ment of production of nonferrous metals, and the dis- 
coveries of rich new deposits of both base metals and 
the “new” minerals (such as uranium, titanium, lithi- 
um, and molybdenum) have aroused widespread in- 
terest in Canada’s position as a storehouse of mineral 
treasures. 

Present indications are that the great bulk of 
Canada’s real mineral wealth still lies hidden among 
the northern hills and rocks beyond the country’s 
present economic frontiers. According to one author- 
ity, probably 1 million square miles of Canada’s 
total area of 3.84 million square miles is potentially 
favorable prospecting ground. Of this area probably 
not more than 20% has yet been closely prospected 
or geologically mapped. 

Two important features of these resources are their 
widespread geographical dispersion and their great 
diversity. New discoveries of large and high-grade 
mineral deposits have been made during recent years 
from Bathurst, New Brunswick, to Kluane Lake in 
the Yukon Territory, close to the Alaska border. 

In-between have been major strikes of mineral re- 
sources at Knob Lake, Gaspé and Chibougamau, 
Quebec; Blind River and Manitouwadge, Ontario; 
Lynn Lake, Manitoba; Beaverlodge, Saskatchewan; 
Pembina, Alberta; and Pine Point, Northwest Terri- 
tories. 


PRODUCTION ACTIVITIES DIVERSE 


Oe THE PAST two decades, exploration for 


But for many years to come, heavy mineral oper- 
ations will continue at rich deposits already under 
exploitation—the metal mines of southwestern Brit- 
ish Columbia, the oil pools of central Alberta, the 
nickel, copper, gold and other mines in northeastern 
Ontario and northwestern Quebec, and the asbestos 
areas of southern Quebec. 

Canada is now producing twenty-four different 
kinds of metallic elements, twenty-three nonmetallic 
elements, all the mineral fuels, and the usual varie- 
ties of structural materials. With only three signifi- 

1H]. A. Graves, “A Decade of Progress in Canadian Mining (1945- 


1954),”’ Transaction of the Institution of Mining and Metallurgy, 
volume 64, part 7, 1954-55. 
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cant exceptions—tin, manganese and chromite— 
Canada’s mineral consumption requirements at the 
present time can be met from domestic sources. 

The composition of this output is heavily weighted 
in favor of the metallics, which comprise over one 
half of total Canadian production, and the balance is 
shared about equally between fuels and nonmetallics. 
With the United States composition (which is simi- 
lar to the total world -picture), in which around two 
thirds of the value of all mineral production is com- 
posed of mineral fuels, the balance is shared ap- 
proximately equally between metallics and non- 
metallics. 

In terms both of value and physical volume of 
production, Canada’s output of minerals has in- 
creased more rapidly during the past decade than 
has the country’s output of manufactured goods or 
farm products, And during 1954, when weaknesses 
appeared in various sectors of the economy, there was 
an accelerated advance in mineral production. This 
not only tempered recessionary forces, but contributed 
to the speedy return to over-all economic advance. 
In large part, this performance reflected sustained or 
rising demand for metals in international markets. 

Rapid expansion in the mineral sector is continuing 
in 1955. New large-scale mining operations have 
been brought into production in various areas, new 
processing facilities have been established, and previ- 
ously existing facilities have been enlarged. Indeed, 
it appears likely that the physical volume of produc- 
tion of almost every important mineral in Canada 
will be higher in 1955 than in 1954. These gains, 
coupled with higher prices for many minerals, make 
it appear possible that the total value of mineral pro- 
duction in the country may well come close to $2 
billion. This would represent an expansion of no less 
than one third in the value of such production in a 
single year, with the increase being approximately 
equal to the entire dollar value of mineral production 
in Canada in the calendar year 1946. 


SALIENT PRODUCTION TRENDS 


The index of the physical volume of Canadian min- 
eral production in 1954 was close to 120% higher than 
in 1946. In contrast, the increases for manufacturing 
and for electricity and gas production were only 40% 
and 60%. Farm production was actually almost 10% 
lower than in 1946. There has thus been a significant 
growth in the relative size of the minerals sector 
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of the Canadian economy. This has also been re- 
flected in the relative growth both in the size of 
the labor force in “mining, quarrying and oil wells,” 
and in the proportion of income generated and invest- 
ment expenditures undertaken. 

Owing to the generally higher level of mineral prices 
as compared with 1946, the dollar value of production 
has risen even more rapidly than volume. The total 
value of all minerals produced in Canada almost 
tripled during these eight years, rising from about 
$500 million in 1946 to well over $1.4 billion. 

In assessing the impact of this rapid advance upon 
the Canadian economy, four major qualifications re- 
quire emphasis. First, mineral production is still a 
relatively small factor in Canada’s national income. 
National income originating in mining, quarrying and 
oil wells in 1954 was only about 10% of that originat- 
ing in manufacturing and only about 3% of total na- 
tional income. 

Secondly, the mineral advance since the end of 
World War II started at an abnormally low level, 
following large declines in the production of various 
key minerals during the later war years. In fact, de- 
spite expansion in the volume of output of copper, 
lead, and gold in recent years, output of these metals 
in 1954 was still below peaks established around 1940. 
In the case of another important base metal—nickel— 
production in 1954 was not substantially higher than 
the previous peak reached in 1943. The wartime de- 
clines appear to have been attributable mainly to 
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manpower shortages and inability to keep up develop- 
ment work required for expanding production. As a 
consequence, an enormous amount of catching up 
on delayed development plans and expenditures was 
necessary in the early postwar years. In some in- 
stances, this involved a complete transformation of 
previous mining operations. For example, in the 
major nickel-mining works of the Sudbury basin a 
massive shift from open pit to underground oper- 
ations had to be undertaken. 

A third qualification required in assessing the ag- 
gregate figures cited above is that well over half of 
the increase in the total value of production was 
accounted for by three minerals—petroleum, nickel 
and copper. Petroleum alone accounted for almost 
one fourth of the total increase. But except for 
coal, virtually all of Canada’s diverse mineral re- 
sources have shared to some extent in the expansion. 

Finally, on the other side, basic Canadian mineral 
data do not include figures for two important min- 
erals—uranium and aluminum—which have expanded 
rapidly in importance in recent years. 

Data on the value and volume of uranium produc- 
tion are not made public. But early this year W. J. 
Bennett, president of Atomic Energy of Canada Ltd. 
(a company owned and operated by the Canadian 
Government) estimated that the value of uranium 
production might reach $100 million by 1957. This 
would place uranium well up among Canada’s ten 
top-ranking minerals. y> 
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Canada's Leading Minerals in Selected Years, Ranked by Value of Production 
Millions of Canadian Dollars 
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In the case of aluminum, sometimes aptly termed 
“packaged electricity,” the extraordinarily cheap sup- 
plies of hydroelectric power available in some parts 
of Canada have provided a basis for the growth 
of a giant aluminum industry. The reasons for 
excluding aluminum from official Canadian mineral 
statistics are that all the ore (bauxite) from which 
this metal is produced is imported from overseas, and 
that a single company—the Aluminum Company of 
Canada—is currently the only producer. 


FACILITIES INCREASED: 


However, the importance of aluminum in the Ca- 
nadian minerals picture can be gauged from the fact 
that in 1954 the total value of aluminum produced 
was well in excess of $200 million, a figure that would 
rank aluminum well above any other Canadian min- 
eral except petroleum. And with the recent opening of 
large new production facilities for aluminium at Kiti- 
mat, British Columbia, along with current programs 
to greatly enlarge these facilities, aluminum produc- 
tion is assured of a substantial further rise in the 
near future. 

The chart on page 375 shows the value and vol- 
ume of total mineral production in Canada over the 
past two decades. In the table above, Canada’s 
ten leading minerals are ranked in their order of im- 
portance for the years 1929, 1939, 1946, 1949 and 1954. 
The main points shown in this table are that: 


|. Gold, which was "king" from the early Thirties 
until well on into the postwar period, has been toppled 
from the throne; 


2. Petroleum has surged forward from a position 
of relative obscurity to take the lead; and 


3. Coal, once Canada's leading mineral, has re- 
cently lost further ground. 


Coal, which exists in large quantities in western 
Canada and the Maritime Provinces, has suffered a 
major competitive reverse since the rapid develop- 
ment of Canada’s petroleum began in 1947. Present 
plans for expanding the distribution of the country’s 
natural gas may well have a further adverse impact. 
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However, as a source of coke and chemical by-prod- 
ucts, it is irreplaceable, and is likely to remain among 
the top ten Canadian minerals for some time. 

No review of Canadian minerals would be complete 
without reference to some of the varieties which in 
the past have been produced only in very smail 
quantities, or not at all, but which may come to be 
produced in large quantities in the future. As im- 
portant new uses have been found and demand gen- 
erated for such minerals as molybdenum, selenium, 
titanium and lithium, Canadian sources of such min- 
erals have been discovered. Indeed, Canada possesses 
relatively large reserves of many of the so-called 
“scarce metals.” In the future some of these, for 
example titanium, could become major elements in 
Canadian mineral production, especially if metallur- 
gical innovations permit cost-of-production economies. 


OIL AND IRON ORE 


Although small amounts of petroleum have been 
produced in Canada for many decades, Canada’s “oil 
age” really dates from February, 1947, when the 
Leduc oil field near Edmonton, Alberta, was discov- 
ered. Since then, Canada’s daily rate of crude oil pro- 
duction has risen from about 20,000 barrels to over 
260,000 in 1954, proved oil reserves from less than 
100 million barrels to around 2.5 billion in mid-1955, 
and oil production from under 10% to about half of 
total Canadian consumption. Moreover, the develop- 
ment of oil (and natural gas) in western Canada 
would undoubtedly have been much more rapid if 
market outlets had been more readily available. The 
capacity to produce oil and gas has consistently 
greatly exceeded actual production. 

The extremely rapid increase in Canadian oil pro- 
duction has been associated with a sharply rising 
rate of domestic per capita consumption of oil prod- 
ucts. Since 1947, per capita consumption of oil 
products has been rising almost twice as fast as in the 
United States, and a continuation of this trend ap- 
pears probable. 

The oil boom has also had a major impact on 
Canada’s trade and payments position. Domestic 
production has saved hundreds of millions of dollars 
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of foreign exchange. And large amounts of foreign 
capital (largely from the United States) have come 
into the country to participate in oil development. 
The role of United States capital is important, al- 
though sometimes exaggerated. While it is not possible 
to estimate with precision actual United States invest- 
ment in Canadian oil development, perhaps as much 
as 40%-50% of the total $2.5 billion invested in the 
industry since 1947 has come from Canadian sources. 

Still another effect of the oil discoveries, which 
have now spread from Alberta to Saskatchewan and 
Manitoba, is that of providing a basis for industrial 
and commercial expansion in what was previously an 
almost purely agricultural area. In particular, a 
thriving young petrochemical industry has already 
emerged in the West. 

Natural gas, discovered in immensely large quan- 
tities in Alberta, has thus far had only very re- 
stricted market outlets. But if present plans material- 
ize for building a record-length pipeline from Alberta 
to the more heavily populated and industrialized 
markets in eastern Canada, this fuel will undoubt- 
edly assume a role of much greater relative impor- 
tance in Canada’s total mineral production. 

Recent developments in iron ore production hold 
a promise that this will become much more impor- 
tant in the near future. Total iron ore shipments 


_ in 1955 may well climb to almost double the 7-million- 


ton level of last year. 

Major high-grade iron ore deposits are now under 
exploitation on the west coast of British Columbia, at 
Steep Rock Lake, Michipicoten and Marmora in 
Ontario, on the Quebec-Labrador border, and in New- 
foundland. The Quebec-Labrador deposits, brought 
into production in 1954 after the building of a 360-mile 
railroad through forbidding country, is a deposit of 
enormous proportions. It has been estimated, ac- 
cording to preliminary surveys, that rich iron ore 
deposits extend from the point at which produc- 
tion is currently being undertaken, in a northwesterly 
direction for about 400 miles to the western coast of 
Ungava on Hudson Bay. Production from this area 


Canada's Production of Selected Minerals as a 
Percentage of World Production* 
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is expected to reach about 6 million tons in 1955. 
Future production is expected to increase substan- 
tially with the completion of the St. Lawrence sea- 
way, which will permit greater and more economical 
shipments to midwest steel mills in the United States. 

The accompanying table shows Canadian produc- 
tion as a percentage of world production for some 
leading minerals for 1938, 1949 and 1953. The data 
point clearly to Canada’s dominant position as a 
producer of nickel and asbestos, since this country 
accounted for close to three fourths of the total world 
production of these two minerals in 1954. They also 
show Canada’s considerable role as a producer of 
other base metals—copper, lead and zinc—and of 
the two most important precious metals—gold and 
silver. They also indicate that Canadian production 
of oil and iron ore still accounts for a relatively small 
share of total world output. Outside of petroleum and 
the special case of gold (a large proportion of the 
production of which flows directly into Canada’s 
monetary reserves), Canadian output of the minerals 
shown in this table greatly exceeds domestic demand. 


EXPANSIONARY FACTORS 


A combination of favorable factors has stimulated 
the growth of mineral production in Canada over the 
past decade. The basic expansionary force has, of 
course, been the greatly enlarged demand for minerals 
in world markets. This growth in demand has fostered 
improved exploratory techniques and discovery of 
large numbers of high-grade mineral deposits in 
Canada. Moreover, the unexpected persistence of 
such demand has also provided, in many cases, the 
basic confidence necessary for developing both previ- 
ously known and new deposits. 

This demand has helped to generate higher prices, 
which, in turn, have provided an economic basis 
for exploiting many deposits, particularly those in 
remote and less easily accessible spots where espe- 
cially costly capital outlays are required. 

Behind this demand has been an entirely unantici- 
pated rate of growth in expenditures of business, con- 
sumers and governments on durable goods with high 
mineral content. A major element in the picture has 
been the Korean war and the subsequent high and 
sustained levels of defense equipment expenditures 
in many countries, including the stockpiling of stra- 
tegic materials by the United States Government. 
However, rapid economic growth has also led to a more 
than proportionate rise in demand for mineral-con- 
tent goods in the private sectors of the economies 
of the western industrial nations. Extraordinarily 
large growth in plant and equipment expenditures 
has hinged in part upon technological advances and 
accelerated obsolescence and replacement of indus- 
trial machinery and equipment. In addition, the rise 
in the standard of living, especially in industrial 
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countries, has brought cumulative growth in the rela- 
tive importance of durable goods in the consumer 
sectors of these countries. 

Another major stimulant to the development of 
Canadian minerals has been the depletion of high- 
grade deposits in the United States and a number of 
other countries. Coupled with this has been a corre- 
sponding tendency for large mineral users and pro- 
ducers to undertake direct foreign investment in 
order to assure adequate supplies from new sources. 
Large-scale United States investment in Canadian 
mineral development has been a dynamic factor in 
the past ten years, especially in the case of Canada’s 
two “sturdy infants”: oil and iron ore. 

Other influential factors have been the easing of in- 
ternational payment strains in Western Europe, the 
relaxation of earlier stringent trade and payment re- 
strictions, and the reopening of the London commod- 
ity markets. 

Canadian mineral development has also received 
some encouragement from government policies. The 
Dominion Government provides new companies an 
exemption from corporate income taxes for three 
years from the start of mining operations. It also per- 
mits liberal depletion allowances during the entire op- 
erating life of mineral companies, as well as allowances 
for off-property exploration. Action has also been 
taken in some cases to improve accessibility to mining 
areas through the construction of railroads and high- 
ways. In one or two instances the government has 
built small electric power plants. It has undertaken 
geophysical surveys, maintains facilities for testing 
ores and for research on new smelting and refining 
methods, and provides subsidies of a temporary char- 
acter for some gold producers under the Emergency 
Gold Mining Assistance Act. The provincial govern- 
ments have also made various types of contributions 
to mineral development in their respective areas. An 
additional factor is that no barriers have been erected 
against foreign investment and control of Canadian 
mineral reserves and production—a situation in sharp 
contrast with conditions in many of the other primary 
producing nations. 


IMPORTANT INNOVATIONS 


Three major classes of innovations have con- 
tributed greatly to the expansion in Canada’s min- 
eral production: (1) improved methods for explora- 
tion and discovery; (2) advances in techniques for 
extracting minerals from the earth; and (3) new de- 
velopments, particularly in the metallurgical field, 
for transforming the raw products into industrial 
materials. 

During the past decade the knowledge and experi- 
ence of a growing number of highly trained chemists 
and physicists have been brought to bear on metal- 
lurgical problems, in part reflecting the direct and in- 


direct effects of massive research in atomic energy 
and aviation. Major advances in technology have 
included the introduction of chemical processes as 
substitutes for smelting operations, and the creation 
of new alloys that are light, strong, noncorrosive, and 
heat resistant. Moreover, we may now stand on the 
verge of even more impressive developments that 
could simplify many processes, reduce costs, and lead 
to the production of new and improved industrial 
minerals. Already, opportunities are present for de-. 
veloping and processing ores that previously could not 
have been economically exploited. These include 
resumption of operations in previously abandoned 
mines. More importantly, opportunities have been 
created for opening up new but lower-grade ore 
bodies, as well as for reprocessing millions of tons of 
discarded “tailings.” — 


RICHES LIE IN THE DUMPS 


It is perhaps rather an ironic fact that a very large 
quantity of valuable mineral resources now lie in 
some of the country’s slag dumps. Indeed, a large 
proportion of the uranium produced in Canada thus 
far has been derived from tailings that had been 
dumped into Great Bear Lake, only a few miles from 
the Arctic Circle, in the wake of earlier operations to 
produce radium. The reprocessing of tailings is by no 
means a new development in the history of world 
mineral production, or even in the history of Canadian 
mineral production. But the scope of such opera- 
tions has been greatly expanded as a result of recent 
metallurgical progress. In relative terms, such op- 
erations may well become much more important than 
at any time in the past. 

In terms of Canadian mineral development, improv- 
ed exploration and mining techniques have perhaps 
even greater importance than the advances in raw ma- 
terial processing. New instruments now permit success- 
ful mineral discoveries, via wide-ranging aerial surveys, 
not only in Canada’s barren and largely “unpros- 
pected” north country, but also in previously well- 
combed areas. Illustrative of the latter is the fairly 
recent discovery of a high-grade iron ore deposit near 
Belleville, Ontario, in a heavily populated area only 
a few miles from a major railroad line. Without the 
aid of an air-borne magnetometer, the discovery of 
this deposit, lying under a 100-200 foot covering of 
limestone would have been very improbable. Simi- 
larly in the case of the radioactive minerals, the de- 
velopment of the geiger counter and other instru- 
ments have greatly facilitated the discovery and suc- 
cessful exploitation of Canada’s rich reserves of these 
resources. The snowmobile and helicopter must also 
be counted important as enhancing exploration possi- 
bilities. For prospecting in northern areas can now be 
carried on the year round, and task forces of qualified 
and experienced geologists and engineers economic- 


BUSINESS RECORD 


ally employed both summer and winter on far-reach- 
ing exploration ventures. Indeed, modern equipment 
opens up new opportunities for transport into previ- 
ously inaccessible areas. By snowmobile, it is rela- 
tively easy to cross frozen muskeg that would be im- 
penetrable during the summer. And the winter freeze- 
up provides previously unforeseen opportunities for 
exploration and drilling under the thousands of lakes 
that stretch across Canada’s northern wilderness. 

Of no lesser importance has been the devolopment 
of the new machinery and equipment to exploit min- 
eral deposits. Open-pit mining can proceed through 
use of heavy earth-moving machines, moving belts 
can transport materials, aircraft can be used to fly 
in supplies and equipment to mining sites. Stronger 
drilling apparatus and tungsten-carbide drill bits 
have been developed and blasting practices improved, 
greatly increasing productivity and making previ- 
ously uneconomical deposits profitable to exploit. 

The volume of excavations in preparing the Steep 
Rock iron ore deposits in northwestern Ontario for ac- 
tual mining operations has been substantially in excess 
of that in the preparation of the Panama Canal. While 
Steep Rock illustrates the immense task that may thus 
be involved in developing a mineral deposit, it can 
also be cited for the almost incredible economies that 
can be effected in men, material and costs through the 
use of modern equipment. 

Canada’s mineral future is bright. The rugged 
Canadian Shield of Pre-Cambrian rock, which sur- 
rounds Hudson Bay like a giant horseshoe and once 
represented an awesome barrier to westward ad- 
vance, now looms as an inviting northern frontier for 
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enterprising mining and exploration companies. Large 
geological bands of territory that appear particularly 


favorable for mineral discovery have not yet been 
carefully surveyed. 


THE CANADIAN MINERALS HORIZON 


The traditional obstacles to a northward expansion 
of Canada’s mineral frontiers remain—the cold and ex- 
tremely long winter and the rugged terrain that make 
the building of transportation routes a formidable 
task. Extraordinarily high capital costs are therefore 
required in “new country,” to find, develop and ex- 
ploit mineral deposits. And high operating costs are 
involved in keeping machinery and equipment operat- 
ing efficiently, often under adverse conditions, and in 
securing labor willing to face arduous living. 

In fact, it would appear probable that many of 
the recent developments would have been virtually 
impossible before World War II—such as the opening 
up of the Quebec-Labrador iron ore deposits, or the 
Kitimat aluminum project, or even the movement 
of a whole mining operation and town (residences, 
business establishments, schools and churches) from 
Sherridon to Lynn Lake in Manitoba. 

As for the relatively near future, a continued and 
rapid expansion in Canadian minerals output is as- 
sured. Pipelines—already constructed, or about to 
be—from western oil and gas fields will mean further 
large increases in oil and gas production. The fact 
that a number of mining operations and ore-process- 
ing facilities have only recently come into initial 
stages of production is an important consideration. 
The building of new transportation routes (for ex- 
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ample, the construction of railroad lines into the 
Chibougamau area in Quebec) will provide a basis 
for the development of major new deposits of minerals. 

More basically, it has normally taken about ten 
years from the time a major new mineral discovery 
was made to the time when actual mineral production 
was started—prominent examples are the Quebec- 
Labrador iron ore deposits, the Gaspé copper de- 
posits, the Bathurst lead-zine deposits, and the 
Lynn Lake nickel-copper deposits. Much of the 
recently initiated mineral production in Canada is a 
result of decisions made several years ago to proceed 
with production, and many of these decisions were 
predicated on mineral prices considerably lower than 
those now prevailing. A basis therefore already exists 
for continuing progress in the development of known 
mineral reserves. And the higher prices are also act- 
ing as a spur to exploration for new deposits. 

Although Canadian industrial growth will lead to 
higher domestic consumption of minerals, production 
and exports of Canadian minerals appear likely to in- 
crease faster. The proximity of Canada to the 
United States, coupled with projections of growing 
United States deficiencies for certain types of minerals 
in which Canada appears to have large reserves, will 
clearly mean that a large proportion of increased 
Canadian output will be drawn into the United States 
market. Depending on the nature of these demands, 
there may emerge an improvement in Canada’s terms 
of trade. In any event, a large volume of foreign 
investment will undoubtedly continue to flow into 
Canadian mineral development. 

Finally, current and prospective innovations in the 
fields of metallurgy, exploration and exploitation will 
help shape a larger future for Canadian minerals, 
mixing science with enterprise, and slide rules with 
muscles. 

Artuur J. R. Smita 
Economist, Canadian Office 
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this case the differences were usually compensated 
for during the next month. From 1953 on (the base 
of the current CPI), agreement between the two 
indexes has been the exception rather than the 
rule. 

The reason for the lack of similarity in changes 
between the ten-city and the United States indexes 
lies in the structure of the index. Previously, the 
Board’s CPI was a combined cities index, while the 
current index has been designed to cover a larger 
segment of the population. The old index was a 


weighted average of price changes in thirty-nine cities, 
while the current one attempts to measure price 
changes in all United States cities of 50,000 or over 
in population, including their suburban fringes. Under 
the new method, the relative weight of the ten cities 
is much less than previously,-and therefore price 
changes in the other thirty cities have a larger effect 
on the United States index. The large weight formerly 
accorded to the ten cities caused their price changes 
to have an especially strong influence on the average 
of all cities. 

Beginning with next month’s issue, The Business 
Record will carry the latest available United States 
index in this space. The Board’s staff is prepared to 
furnish additional information on the change to any- 
one requesting it. 

Joun E. Denes 
Statistical Division 
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warnings with respect to instalment buying—these and other 
factors are expected to favor the textile and apparel 
industry... .” 


Automobiles 


The Wall Street Journal (September 12)—‘“‘Auto executives 
are predicting their 1956 sales will be either second or third 
best of any year in history. 

“Many observers had expected the industry would slow 
down considerably in 1956 because of the record sales this 
year, inasmuch as most car buyers trade for new cars every 
three years. 

“But industry officials say next year’s United States auto 
sales will reach as high as 6 million to 7 million units, com- 
pared with this year’s anticipated record of between 7.2 million 
and 7.5 million.” 


Cotton 


The Wall Street Journal (August 26)—“The Agriculture 
Department cautiously predicted the United States cotton 
surplus may dip for the first time in five years by mid-1956. 

“In a report on the ‘cotton situation,’ the farm agency in- 
dicated the ‘carry-over’ of old crop cotton might shrink from 
11.1 million bales on August 1, start of the current marketing 
year, to about 10.9 million bales a year later... . 

“The department reckoned supplies of cotton available this 
year at 23.9 million bales. This includes the 11.1 million-bale 
carry-over, a 1955 crop estimated at latest count at about 
12.6 million running bales and imports of about 150,000 bales. 

“Cotton consumption, meanwhile, according to the agency, 
is expected to approach 13 million bales compared with about 
12.4 million in 1954-55. 

“Federal experts figure domestic mills will use more than 

(Continued on page 385) 
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FINANCIAL NOTES 
AND FOOTNOTES 


ERY NEARLY if not quite a full year has now 

elapsed since the Federal Reserve authorities 
began a cautious tightening up in the money market. 
It was not until early December that the Open Mar- 
ket Committee formally approved the substitution of 
“ease” for “active ease” in the system’s dealings in 
the governments market, but months before that 
time “free reserves” had been declining and in conse- 
quence member bank borrowings were rising. 

At the turn of the year, margin requirements in 
the stock market were lifted from 50% to 60%. 
About a month later an exchange offering of long- 
term Treasury bonds was made which was interpreted 
at the time as pointing to at least a mild change of 
heart about money market conditions. 

At mid-April discount rates at the Reserve banks 
were moved up to 134% from the 144% previously 
ruling. In less than two weeks stock market margin 
requirements were marked up again, this time to 
70%. Later in the same month, a part of the so-called 
“no-no” down payment practice by the Veterans’ 
Administration in guaranteeing mortgages was dis- 
continued—that is to say, closing costs could no 
longer be included in the amounts borrowed. 

In July there was another long-term 3% offering by 
the Treasury, this time for cash. In the following 
month both the Veterans’ Administration and the 
Federal Housing Administration increased by two 
percentage points the down payment on their mort- 
gages, and shortened maximum maturities from thirty 
to twenty-five years. Within days the discount rates 
were again raised, this time to 2% in all but the 
Cleveland district, in which it became 244%. 


MODERATE RESULTS FROM ACTS . 


Almost simultaneously, bank supervisory authori- 
ties (including the Federal Reserve) called confer- 
ences for the purpose of inquiring into the consumer 
credit situation, and presumably of erecting a caution 
light in the path of all lenders, particularly the banks. 
The bank examining authorities were brought into 
the picture to lend a hand in holding the situation in 
check. Almost at once, the Director of Defense Mo- 
bilization sharply reduced the number of certificates 
of necessity issued to permit accelerated depreciation, 
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and shortly thereafter the 244% discount rates spread 
throughout the Reserve system. 

The net results of all this are evident but are mod- 
erate, as indeed are the restrictive measures them- 
selves. If they have caused marginal borrowers to 
leave the market, the fact is not discernible in the 
published statistics. Consumer borrowing appears 
to have continued its previous course to date, and it 
is doubtful whether any reduction has taken place in 
mortgage borrowing. Strictly current data are not 
available. 

Business loans at the banks continue their seasonal 
rise without any indication of interruption or restric- 
tion of much consequence. Of course, no one can say 
with any assurance what the situation would by now 
be like had no action been taken, but later figures will 
have to reveal positive effects if any have occurred. 

Of course, money market rates have moved up ap- 
preciably. Prime commercial paper is being quoted at 
214% or better, up from a low of 1.31% last year. Fi- 
nance company paper has risen almost as much. Call 
loans are half a percentage point higher. The prime 
rate is now 344%, against 3% last year. Yields on 
government, corporate and municipal bonds have 
been inching up for a good while, and in the case 
of high-grade corporate bonds are now almost a third 
of a percentage point above the low of last year. 


REFLECTION OF CONFIDENCE 


The exception is, of course, yields to be had in the 
stock market—at least this was an exception until 
the President was stricken. The latest yield figure 
(Standard and Poor’s Industrials) published prior to 
the illness of the President was 3.52% against 4.37% 
at this time last year, and 6.24% two years ago. 

What has happened in the stock market since this 
bad news broke may give some clue to the degree in 
which the course of the stock market in recent months 
has reflected hope for the future and confidence in a 
“friendly” Administration rather than (or, perhaps, 
in addition to) conditions within the money market 
itself. 

Another aspect of this situation of more than pass- 
ing interest is the way tighter money conditions have 
been reflected in the rates which the small saver is 
able to command at savings and loan and mutual 
savings institutions, where the rising rate of interest 
on loans in evidence for a good while past has been 
accelerated of late. 

Freprerick W. Jonss 
Division of Business Economics 


Monetary and Banking Policies— Four lectures delivered 
by European experts attempt a comparative survey of 
world trends in fiscal and credit policy. Published by the 
Institute of Bankers, London, 1955. 3s 6d. 


OUTLOOK FOR NONFERROUS METALS 


By R. H. Ramsey, Secretary, St. Joseph Lead Company 


dustries, producers of nonferrous metals are 

still feeling the after effects of World War II. 
All manner of deliberate or involuntary controls and 
pressures that were applied to the metal-mining in- 
dustry of the world during that conflict have kept 
United States and foreign metal markets in a turmoil 
ever since. At about the time there seemed some 
hope of achieving a normal relationship once more 
between supply and demand, the Korean conflict 
broke out and again upset the industry. Nonferrous 
metals have undergone over fifteen years of wildly 
fluctuating demand, uncertain markets, erratic stock- 
piling or liquidation of stocks by various govern- 
ments, attempts at control by governments, and 
widespread work stoppages. Metal producers have 
learned to expect, and to live with, the unexpected. 

A boom in European consumer durable goods 
industries has been added to the current rise in 
industrial activity in the United States. It is now 
apparent the same kind of mass consumer market 
for durable goods that for many years could be found 
strongly only in the United States and Canada is 
now growing in Europe. New construction, now well 
under way, takes huge quantities of metals, and 
electrical power output has tripled from its postwar 
capacity. On top of this demand must be added 
Russia’s efforts to buy zinc, copper, and aluminum, 
or to trade manganese, platinum, or other precious 
metals for them. If trade with Russia were really 
to open up, the flow into Russia of certain metals and 
practically all types of consumer goods could quickly 
grow substantially larger. 

This vigor in European trade, and our own recent 
surprisingly rapid growth in industrial activity, are 
the basic causes for the comfortable position most 
metals now enjoy, and for the embarrassingly heavy 
demand currently felt by copper producers. 


COPPER MAY CHANGE 


Copper in recent years has seemed always to be a 
special case. Almost year by year since the war, 
some situation has developed in the copper markets 
that has made producers feel they could endure no 
more. Year by year, they have found that they 
could endure more. In 1955, the price of copper in 
the United States reached 43 cents per pound, the 


Pisses, MORE SO than in many other in- 


highest mark since 1872. On the London Metal Ex- 
change it sold at over 50 cents, and went even higher 
in “unofficial” transactions. At one period recently, 
copper of identical quality was sold in the United 
States on the same day in perfectly legitimate trans- 
actions, at prices as far apart as 36 cents and 50 cents 
per pound. Currently, some United States producers 
are still selling at 50 cents, although the bulk of the 
tonnage is moving at 43 cents. This is an unheard-of 
condition in United States copper markets, and all 
producers are extremely uneasy even though their 
incomes mount. 


WORLD-WIDE DEMAND 


This strange and not altogether healthy situation 
has come about through the combination of extra- 
ordinary world-wide demand and a series of work 
stoppages in three out of the five major copper- 
producing areas of the world. It has been estimated 
that in the past fifteen months, strikes have cost the 
copper industry about one month’s normal output, 
which is about 250,000 tons for the world outside the 
Iron Curtain area. This loss is more than enough to 
convert a balance between supply and demand into 
a severe shortage. No other reason can be ascribed 
for the shortages of the past few months. Copper 
fabricators are, of course, less interested in how the 
shortage came about than in what they can do about 
it. Consumers have been willing to pay almost any 
price, even for small lots of copper. They have been 
willing also to enter purchase contracts for metal at 
up to 46 cents per pound for delivery in the first 
quarter of 1956. 

The government has done what it could by divert- 
ing to industry deliveries of copper purchased for the 
stockpile. The most recent diversion was a block of 
11,000 tons for the last quarter of 1955. These de- 
ferments fall far short of the emergency shipment of 
100,000 tons the copper and brass fabricators have 
asked to have released as an emergency measure. 
Such an extreme step could conceivably be taken, 
but the odds are that it will not. It would take the 
declaration of a national emergency or a special 
session of Congress to get metal out of the strategic 
stockpile, and all possible alternatives will be ex- 
plored first. 

Connecticut’s “Brass Valley” fabricators were most 
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seriously injured by the floods following Hurricane 
Diane. Their problems were greatly complicated by 
the fact that flooded plants could not shift many 
orders to other plants because few other plants had 
enough copper to take care of extra business. As it is, 
even the most seriously damaged plants should be 
running again in a matter of weeks, and by then 
copper may be in somewhat better supply. 

Copper producers are, of course, doing all they can 
to increase the supply. It is estimated that copper 
is bemg produced in the world at a rate about 16% 
higher than was ever before recorded—at an 
annual output rate of about 2,900,000 tons. When all 
projects now in planning or construction stages are 
completed, world capacity will be well beyond this 
mark and may reach 3,100,000 tons in 1956. In the 
United States, new projects, such as those of White 
Pine, San Manuel, and Anaconda, should help push 
output in 1956 up to an annual rate of about 1,200,000 
tons. 

The question is whether or not all this production 
will be matched by consumption. It surely will not 
at 43 cents per pound. In the first half of 1955, world 
deliveries of refined copper to fabricators were at an 
annual rate of 2,800,000 tons, of which United States 
consumers took a little more than half. There is 
simply no way of tellmg how much more copper 
would have been purchased had more been available. 
Assuming no more strikes in the major copper- 
producing areas of the world, it is likely that supply 
will catch up with demand over the rest of 1955. 
Already some of the heat is off the copper market, 
and it would not be surprising to see some downward 
pressure on prices before long. 

A 43-cent to 50-cent price range for copper is bound 
to cut into consumption, and no major producer is 
anxious to hold that level any longer than he has to. 
Why does he have to at all? Simply because if he 
does not come close to matching world prices for 
copper, metal will flow away from the United States 
to more lucrative markets, and pressure on him to 
raise prices will be irresistible. 


EXTENT OF DUPLICATE ORDERS 


After all, demand for copper is influenced by the 
same factors as demand for any other commodity or 
consumer item. If copper consumers begin to feel 
that a shortage is impending, they try to order more 
metal than they really need. On the other hand, if 
the rumor spreads that a surplus of metal is in sight, 
they suddenly lose interest in buying. We have seen 
it happen over and over again. How much pyramid- 
ing of orders lies hidden in the present copper short- 
age is, of course, impossible to estimate, but there is 
no doubt that it exists. 

Also, a good deal of anxiety to buy copper in re- 
cent months is due to an effort to replace inven- 
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tories for tax purposes. Many fabricators have cut 
deep into their copper inventories to keep their plants 
running. Because they keep books on a “last in-first 
out” basis, many of them have used low-cost metal 
to make high-priced items. Unless they can replace 
these inventories before the end of 1955, they will 
have to pay an income tax on the assumed profit 
from this inventory liquidation. However much of a 
factor this inventory buying may have been, it will 
shortly disappear. 

Barring further upsets, such as strikes, the supply 
of copper will, therefore, surely again catch up 
with demand, probably over the next few months. 
The price, too, will surely come down. When it 
will come down, and how far, will depend on so 
many variables, political and economic, that it would 
be quite unwise to try to evaluate them precisely. 
There are indications that the drop might come 
sooner than would have been thought possible a 
week or so ago. If so, no one would be happier about 
it than the copper producers themselves. 


LEAD IS STEADY 


It is a relief to turn to a discussion of lead, a metal 
that has enjoyed comparative quiet during the recent 
past. Domestic lead production suffered from a 
flood of imported metal over the past two years, but 
not to the same extent as zinc. Also, lead benefited 
by the government’s stockpiling program in late 1954 
and early 1955, but lead regained its feet quicker 
than zinc. 

Demand for lead has firmed up over the past few 
months to the point where only relatively small ton- 
nages have been offered for sale to the government 
stockpile. The current price of lead, at 151% cents 
per pound, may be looked on as fairly high considered 
as a world price, in view of the relatively low cost of 
production outside the United States. On the other 
hand, miners in western United States, faced with 
rising wage and supply costs, do not think 15 cents 
is high at all. In the language of the market, the 
present lead price is “firm,” with any discernible 
pressure on the price upward rather than downward. 

An examination of industry statistics shows that 
domestic mine output of lead increased only slightly 
in the first half of 1955, as compared with the first 
half of 1954, despite the government’s announced in- 
tention of stimulating domestic production. Output 
of metal from scrap lead was up slightly; imports of 
lead were a little lower. Consumption of lead has in- 
creased all along the line, except in ethyl gasoline 
and in cable coverings. Consumption in storage bat- 
teries, solder, pigments, and in new construction 
showed the strongest increases. Use of lead in shield- 
ing in atomic energy plants is a new and growing 
development. 

Owing to work stoppage some weeks ago that 
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did not, however, extend through the industry, a 
tight lead market prevailed temporarily. Supply was 
never seriously short, and enough lead is now avail- 
able to take care of any likely increase in demand. 
There is no sign at present of any serious impair- 
ment in the supply of lead, nor is there a sign 
of any major price movement. As far as one can see 
in 1956, consumers of lead can look forward to a good 
supply of metal and a comparatively stable price 
structure. 


NEW GROWTH FOR ZINC 


Zinc, too, suffered from a flood of imported metal 
over the past two years, much more so than lead. 
In turn, zinc was the chief beneficiary of the govern- 
ment’s stockpiling program, which is still under way. 
Actually, government purchases since late last year 
have just about balanced the reduction in producers’ 
stocks of zinc. These stocks now stand at about 
46,000 tons, about two weeks’ domestic smelter 
production. 

United States mine output of zinc is running at an 
annual rate of about 550,000 tons, compared with an 


output of 681,000 tons in 1951. On the other hand, 


smelters are producing at a rate of a little over a 
million tons annually, using imported concentrates to 
make up the difference between domestic mine output 
and smelter capacity. This gives some measure of 
the inability of all the domestic mining industry to 
produce profitably at the current price of 13 cents 
per pound, and also indicates that, if world prices 
were to go higher, United States consumers would have 
to pay the world price in order to obtain enough im- 
ported zinc to meet their demands. 

At present, all grades of zinc are in good supply, 
except for special high-grade zinc—the top-quality 
grade that goes into zinc die castings. Use of zinc 
in die castings in the United States has expanded 
nearly 50% in the past year, and appears to be still 
growing both here and in Europe. Much of this in- 
crease is due to greater tonnages going to the auto- 
motive industry. The cars this year carried more 
zinc than they did last year, and the 1956 cars will 
carry still more. 

Domestic smelters are expanding production of 
special high-grade zine as rapidly as possible in order 
to meet consumption that could run well over 400,000 
tons annually. Electrolytic plants are either convert- 
ing some of their output or are expanding eixsting 
facilities. At least two retort smelters are actively 
engaged in plans to convert lower-grade zinc to special 
high-grade. 

The peculiar situation of most nonferrous metals is 
well illustrated by the fact that during periods of 
fluctuating prices, actual consumption of zinc in 
the United States continued comparatively un- 
changed, and at a high level. During the first six 


months of this year, domestic zinc consumption hit 
an all-time-record rate of 1,100,000 tons annually. 

Use of zine by galvanizers, which accounts for over 
a third of United States consumption of zinc, is up 
about 15% as compared with the first six months 
of last year. Development of the continuous-strip 
method of galvanizing has greatly increased the 
quality of the product and widened the usefulness of 
galvanized steel. Major steel companies have indi- 
cated confidence in the future of zinc-coated steel by 
investing heavily in new continuous-line plants. 

The outlook for zinc is healthy. There is no sign of 
major interference with supply from any source, and 
the price structure, as in lead, appears stable for 
the foreseeable future. 


ALUMINUM NEVER BETTER 


The outlook for aluminum was never better. Pro- 
duction has increased in the United States about 
113% since the Korean conflict began, yet the metal 
is still in short supply. For example, it was recently 
decided to release to industry 75,000 tons that had 
been destined for the stockpile. Primary aluminum 
production set a new record in August of about 133,- 
500 tons. This provides somewhat rueful reading for 
copper producers, because shipments to United. States 
fabricators of copper from all sources run, when 
things are going well, at about that same figure. The 
aluminum people are quick to point out, of course, 
that figured on a volumetric basis, this aluminum 
output would loom much larger. 

The price of pig aluminum has been relatively 
stable at 221% cents. The reason for this is that im- 
ported metal has small influence in United States 
markets, and the four domestic producers are sub- 
jected only to the ordinary pressures of production 
costs and competition. 

As to competition with other metals, aluminum en- 
joys certain other advantages beyond those of light 
weight and stable price. To establish a new aluminum 
plant, you need only a plant site and power, assum- 
ing you have the funds. Bauxite can be purchased 
from other producers, at least at present. Four tons of 
bauxite, which is mined and treated quite simply, 
will yield a ton of aluminum metal. A new copper 
producer, on the other hand, has to find a new ore 
body, no easy task at present. Then he has to mine, 
by drilling and blasting, about one hundred tons of 
hard rock, which is quite difficult to treat, in order 
to end up with one ton of copper. And when he has 
done all this, he is by no means sure whether he will 
be ignored by potential consumers, or accused of not 
producing fast enough to relieve a shortage. 

At one time, hot competition was expected between 
aluminum and other metals, like copper, zinc, and 
steel. The major aluminum companies were hard at 
work actively trying to win markets away from other 
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metals, an effort in which they were materially aided 
by the government. Now, however, the new markets 
for aluminum have mushroomed so rapidly that pro- 
ducers are taking a tolerant view and are pointing out 
that there is, after all, room enough for every one. 

At least for the foreseeable future, the aluminum 
industry will have all it can do to take care of its 
regular and new markets, and other metals will feel 
little effect of competition—unless, of course, prices 
of other metals should long remain at unduly high 
levels. 

As just one example, the automotive industry now 
uses about one hundred pounds of aluminum per car. 
Without taking anything away from zinc, the use of 
which is also increasing in automobiles, more alumi- 
num is likely to be used over the next year or two, 
perhaps even double the present amount. Most 
industry members feel that even the present planned 
expansion to over 1,700,000 tons yearly in the United 
States is none too great and will do no more than 
meet future demands. 


OUTLOOK FOR OTHER METALS 


The outlook for other metals, although spotty, is 
generally good. Nickel, because there is no large- 
scale producer in sight, is likely to retain its present 
rather tight position indefinitely. Titanium is under- 
going a transition period, owing to difficulties of 
working the metal and to the imminence of new pro- 
duction methods that will make existing plants obso- 
lete. Do not dismiss it, however, as a contender for 
the future. Tin is in good supply, and no major mar- 
ket upset is in sight, unless a decision next year on 
the disposal of the Texas City tin smelter, now gov- 
ernment operated, should cause some disturbance. 

In general, then, the nonferrous industry hopes fer- 
vently for a period of comparative quiet when it can 
get on with the job of improving production efficiency 
and developing new markets.—(Address delivered 
before the Board’s three-day Marketing Conference 
held at the Waldorf-Astoria Hotel, September 21-23, 
1955.) 
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9 million bales of cotton in 1955-56, up from 8.9 million the 
previous year. They look for exports ‘probably in excess of 
3.5 million bales,’ the level reached in 1954-55. . . .”” 


Carpets 


Charles A. Karagheusian, chairman of the Carpet Institute, 
before a meeting of the Floor Covering Distributors Council 
(as reported in the New York Herald Tribune, September 14) 
—‘“Carpet production this year will break all records... . 
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“Barring some unforeseen developments, 1955 will be a 
record year for the production of carpet in the United States. 
... He [Mr. Karagheusian] forecast that the industry’s 
output this year will top the record 90,000,000 square yards 
produced in 1948... .” 


Tires 


Automotive News (September 5)—“Tire industry profits 
should improve this year, aided by a larger volume and some 
upward price adjustments, according to Standard and 
Poor’s Corp. ... 

“Tt was predicted that some of the smaller companies, 
which registered ‘unimpressive 1954 results,’ will score the 
greatest relative year-to-year gains, but S & P said the leaders 
should again make excellent showings. 

“Tt was noted that motor vehicle production for 1955 
assures a gain in original equipment tire business. Model 
change-overs, it was observed, will hold down third-quarter 
volume by a sharp recovery in the final three months. .. . 

*< ‘Moreover,’ S & P said, ‘although longer-lived tires have 
held replacement demand short of expectations in recent 
years, the 1955 advance will reflect both the record number 
of cars and trucks in use and the stimulus from growing 
emphasis on tubeless tires.’ ” 


Gas 


Marvin Chandler, president, Illinois Gas Company 
(quoted in The Commercial & Financial Chronicle, August 
25)—‘‘I would like to convey to you my enthusiasm for the 
outlook of our gas industry. I am sure some of you think 
that natural gas may not be available to us in the future in 
sufficient quantities and at sufficiently low prices to hold our 
strong competitive position. This naturally causes you to 
question whether companies such as ours will have the opti- 
mistic future that we, who are close to the subject, believe 
to be the case. I hope to allay these fears on three broad 
grounds: First, there will be a supply of natural gas for many 
years beyond the indicated life of present known reserves; 
second, if the supply of domestic natural gas dwindles or the 
price rises unduly, alternatives will be available; third, the 
basic answer to the problems of any industry will be solved 
or not by the ingenuity, judgment and vigor of the men 
managing it, and I see no grounds for pessimism . . .” 


Electricity 


Electrical World (September 12)—““The outlook, in brief: 
Business will continue to set new records in the fourth quarter, 
as it has in the first three. Higher profits and record personal 
incomes are showing up in the federal budget estimates, which 
point to a smaller deficit and pave the way for tax cuts next 
year. But the housebuilding boom, a major factor in pushing 
business up to high levels, may be tapering off.” 


Steel 


The Iron Age Release (August 31)—“The outlook for 
virtually all steel products is decidedly gloomy. Major con- 
suming industries show no sign of easing their pressure for 
deliveries, which are running as much as two months behind 
promises in some instances. Heavy carry-overs into 1956 are 
certain. Some producers are afraid it will be mid-1956 before 
flat-rolled deliveries become current... .” 


Executives Find 


NO MAGIC FORMULAS FOR MANAGING STAFF 


VALUATION and control of staff activities 
Ek are two of the thorniest problems of industrial 

management today, according to the eighty-six 
companies cooperating in this month’s survey of 
business practices. Because of the intangible contri- 
bution of most staff activities to the success of the 
business as a whole, few companies have found en- 
tirely satisfactory methods of determining the size 
and increasing the effectiveness of these nonproduc- 
tive functions. 


DETERMINING SIZE OF STAFF 


Budgetary control and personal observation are 
the techniques most often used to determine optimum 
size of staff, according to reporting companies. These 
methods are used in spite of obvious limitations 
merely because most companies have not been able 
to develop any more reliable measuring sticks. 


Budgetary Control 


Past performance and activity forecasts are the 
main criteria on which staff department budgets are 
based, according to most cooperators. The budgets 
are usually prepared by the department heads and 
submitted’ to top management for approval. They 
are reviewed thoroughly with regard to historical 
records and expected business volume, and final ap- 
proval is generally predicated upon the ability of the 
department head to perform the functions assigned at 
a minimum of expense. However, the majority of 
those who follow this process agree that it is not an 
entirely satisfactory method since it is not flexible 
enough to allow for constantly changing staff func- 
tions and responsibilities. One manufacturer of in- 
struments points out the difficulties this way: 


“There is always a certain amount of give and take 
between staff and other departments, as details and func- 
tions tend to be transferred back and forth to some extent, 
depending on the relative time available, specialized know]- 
edge required, whether the work is temporary or per- 
manent, etc.” 


An automobile and equipment manufacturer points 
out other shortcomings to the budgeting system: 


“The budget of a staff department depends primarily 
upon the number and scope of the functions assigned to 
that department, and secondarily upon the efficiency with 
which those functions are carried out. Under a system of 
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general criteria a department might be large in size either. 
because it performs many important functions or because 
it handles fewer functions inefficiently. It would seem that 
a department which is too small and therefore fails to per- 
form necessary functions in its general area could be the 
most expensive part of the company’s staff costs and still 
appear to show good performance under a formal system 
of evaluation.” 


Relationship to Other Functions 


Many companies establish staff budgets by study- 
ing the staff functions in relation to other aspects of 
the business. To do this some basic criteria are taken 
into account. Typically, a rubber manufacturer re- 
ports it uses the following bases: 


© Details of the work performed by the staff group, 
relative to other staff activities and line requirements. 

® Contribution of the specific staff function to the ulti- 
mate product of the company. 

® Knowledge of the frequency of the work and the time 
spent by the staff to produce the finished staff product. 

© Past performance records of the staff in units of 
personnel or past records of budgets correlated to the 
over-all company business. 


Business Activity 


Other companies relate staff department budgets 
to the business activity of the company as a whole. 
For example, many organizations base their alloca- 
tions of funds to staff functions on such indexes as 
anticipated volume of incoming orders, estimated 
shipments, sales mix, special projects or programs, 
contemplated changes in procedures, and the like. 
Most of these companies use past experience as a 
guide and endeavor to compare results achieved with 
standards already set and with industry-wide stand- 
ards. Multiplant manufacturers have the advantage 
of being able to compare similar staff functions at 
different locations. 

Sales volume as a criterion for budgeting staff 
departments is used by more than a few companies. 
An instrument manufacturer reports the following 
procedure: 


“The head of each staff function is required to submit 
a budget covering the anticipated cost of his operations 
for the succeeding year. These budgets are prepared in 
such form that it is possible to determine the expected 
operating costs by account classifications—namely, pay- 
roll, office supplies and expense, travel and entertainment, 
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telephone and telegraph, etc., plus the cost of any specific 
projects which are proposed for the coming year. These 
budgets are then submitted to the budget department 
where they are examined in light of the expected sales 
volume for the next year. Under normal circumstances 
the operating costs of a given staff function are expected 
to keep within a specified ratio of sales. Any deviation in 
excess of that ratio must be approved by the budget 
committee.” 


Most companies that use sales ratios as indexes for 
budgeting staff functions do not permit the ratios to 
block certain staff programs deemed needed by de- 
partment heads. An office equipment maker com- 
ments: 


“During the process of developing budgets, the top man- 
agement may ask for changes in the various staff salary 
budgets based on their judgment as to the adequacy or 
inadequacy of the staff based on the program ahead, need 
for cost reduction or other pertinent criteria. It is true 
that top management will have certain criteria to guide 
them in their determination of the adequacy or inadequacy 
of the staff, such as percentage of sales for advertising and 
research and development budgets and number of people 
for industrial relations budgets. However, the major 
criteria in so far as the staff functions are concerned are 
the particular programs that confront the various depart- 
ments for the period ahead. For example, although ad- 
vertising may normally be budgeted as a percentage of 
sales, it is conceivable that the staff would be increased if 
sales volume should decline. Furthermore, the research 
staff would be expanded during periods when the top man- 
agement decides to accelerate its new product development 
which might be at the same time sales volume is falling off.” 


Services Rendered 


Several companies budget staff departments on the 
basis of services available to the line organization in 
relation to the line organization’s needs and require- 
ments. A paper product manufacturer reports: 


“We try to distinguish between those staff functions 
which have a continuing contribution to every day opera- 
tion and those which have long-range objectives or effects. 
In the former category we try to establish first the definition 
of the contribution which is presumed to be made and its 
cost. Then we analyze this information with the depart- 
ment which is being served to determine if the function or 
contribution is outmoded, if it could be improved or if 
changes should be made, considering all of these in the 
light of current and changing conditions. Generally, the 
department which is being served and charged with the 
cost of these functions is in the position of a buyer and an 
appraisal usually can be made of the effectiveness of the 
service. This material is related back to the staff depart- 
ment and budgets can reflect the various views expressed. 

“In the case of those functions which have a very broad 
or long-range contribution, the problem is much more diffi- 
cult. Generally in these 
cases a determination by 
management has to be made 
and is reflected in the final 
budgets. Such matters as 
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income levels, forward planning and many others are in- 
volved. The testing of the contribution has to be made 
over a long-range period.” 


Most cooperating executives agree that staff 
budgets covering the type of function that is not 
readily assignable to specific operating divisions are 
difficult to determine. Consequently, general busi- 
ness judgment, informed current administrative di- 
rection and questioning of the staff’s value and its 
integration into the various phases of the business 
are used in place of performance standards. 

Functions such as public relations, finance and legal 
activities are some examples of the type of function 
which is difficult to allocate to operating divisions in 
the opinion of many cooperators. However, some com- 
panies solve this problem by determining these staff 
budgets on the basis of a ratio of staff expense to 
sales volume. An air conditioning executive writes: 


“Staff expenses not wholly applicable to specific operating 
divisions are related to the over-all sales activity budgeted 
by all divisions. Expense budget standards are established 
for these staff departments by our budget department and 
these standards are used as a rather rigid guide in the 
adoption of final budgets.” 


Unassignable staff costs are budgeted in other 
companies on the basis of continual reviews of staff 
activities, department organization and staff finances. 
A petroleum product company has this program: 

“At regularly scheduled intervals, each department head 
meets with the compensation and executive development 
committee, and accounts for his stewardship in fulfilling 
the recognized responsibilities of his department. At each 
review, the department head reports on such matters as: 

“a. The objectives and responsibilities of his department; 

“b, The principal activities both of the department as a 
whole and of each major section of the department, includ- 
ing specific examples; 

“ce, The present organizational structure of the depart- 
ment and the reasons therefor; 

“q. The number of personnel required in total and in 
each division and section; 

“e, The finances of the department, both short and 
long range.” 


Personal Observation 


A considerable number of companies, both large and 
small, determine staff budget only by personal ob- 
servation of requirements on the part of top man- 
agement. A machine tool manufacurer says: 


“The size and budget of staff departments is arrived at 
purely by need and experience, as well as we can judge it 
from the management angle. The same is true of individual 
staff jobs which may either be specialist jobs or assistants 
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to various executives. The size of the particular department 
is generally arrived at through discussions with the depart- 
ment head in question, and while we do not operate on a 
specified formula in these areas, we compare the total ex- 
penses of each department against the value of the services 
obtained therefrom. We feel that in a business such as 
ours it would be impractical to establish a department by 
formula or as a certain percentage of total manpower. We 
believe that a common sense, practical approach will give 
us more flexibility in our operations.” 


And an automobile parts supplier reports: 


“We rely very largely on the familiarity of our executive 
officers, who are responsible for the various staff depart- 
ments reporting to them, as the best means of holding staff 
budgets in line with realistic requirements. We have given 
some thought to various criteria equivalent to industrial 
engineering approaches in the factory as a means of arriving 
at such budgets more scientifically. However, with a very 
few exceptions, we have come to the conclusion that this is 
not a practical approach, at least in our own situation.” 


A textile executive remarks that staff functions in 
his company are budgeted largely on the basis of 
management’s judgment of their effectiveness and 
contribution to profits or cost reduction. The criteria 
which are applied are the practical benefits provided 
by such staff functions to the effectiveness of the 
broad activities of manufacturing, sales or finance. 


Performance Standards 


A few companies use performance standards in the 
establishment of staff budgets, if they are developed 
to throw more light on the basic criteria. As an ex- 
ample, time standards are developed that convert 
the work of the staff group into standard hours of 
labor, and these standard hours are correlated to the 
needs of the staff and the over-all company product. 
The results are usually an improved budget tech- 

nique and a better staff budget. 


Communications and Teamwork 


And finally, several companies point out that “there 
is no substitute for a spirit of teamwork on the part 
of all management to keep staff costs in line.” The 
treasurer of one firm reports: 


“A basic policy of our company is that of keeping all 
of our key people informed and interested in all phases of 
our operation which have any relation to their own spheres 
of activity. I think we have been successful in making 
our principal staff department heads very conscious of 
over-all company profit requirements and the relationship 
of our aggregate staff expense to total company profit. 
Possibly for this reason our staff department heads make a 
far greater than average attempt to contribute to the total 
picture by making a sincere effort to keep their share of 
staff expense within reasonable bounds.” 


Nonbudgetary Control 


Many companies, of course, prefer not to budget 
staff activities. Though this is often in line with an 


over-all company policy against budgets, many times 
it is a matter of expediency dictated by a company’s 
operations. In practically all such firms, the size and 
number of staff departments are determined by per- 
sonal executive observation. An advantage to oper- 
ating staff departments without budgets, according 
to some executives, is the maneuverability afforded 
management in the use of staff personnel. A mis- 
cellaneous metal manufacturer explains his company’s 
practices: 


‘We determine the size of our staff functions simply by 
observation of the amount of work they do and perhaps the 
other kinds of things which they ought to be doing. We 
do not budget for staffs in order to have some flexibility 
in moving people about as they are needed. We must 
always remain flexible enough to adjust to rather high peaks 
and valleys. Many staff people actually work on operating 
functions at times and vice versa.” 


Some smaller companies report that they do not 
budget staff functions principally because the staff 
activities in any one department are confined to one 
or two people. According to these companies per- 
sonal observations and reviews of salaries and ex- 
penses constituting staff operations obviate any need 
for budgets. 

A large machine tool manufacturer reports that 
staff expenses are controlled informally by the execu- 
tives to whom the heads of the staff departments re- 
port. He explains: 


“We do not use budgets, either departmental or divi- 
sional in nature. The determination of the adequacy or 
inadequacy of staff functions is left to department heads, 
the executives to whom they report, and the divisional 
vice-presidents under whose jurisdiction the department 
falls. No formalized standards are used. Such measurement 
is more likely than not to take the form of an opinion in 
the mind of the executive, oftentimes reached after con- 
sultation with the vice-president in charge.” 


Companies without Staff Departments 


Many companies which do not operate on a staff 
basis utilize task forces composed of line personnel as 
a substitute for staff operations. An electrical ma- 
chinery executive says: 


“Our company does not believe in operation of staff 
or staff departments. Each person’s job is outlined and 
he is supposed to handle that job according to what has 
been therein recorded. When we have special projects, we 
appoint men from the operating group to study these and 
bring in the answers. For instance, right now we are in 
the throes of getting ready to build a new general office 
building and the secretary of the company has been ap- 
pointed chairman of the task group consisting of an office 
manager, an assistant sales manager and our general pur-. 
chasing agent. It will be the duty of the secretary to make 
recommendations as to what we require in office space and 
office building and place the contract for it and get it 
into operation.” 
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An advantage to using task forces instead of staff 
departments, according to several respondents, is one 
of economy. While task forces disappear back into 
operations as soon as a project is completed, a staff 
department can linger on. And a machine tool ex- 
ecutive makes the following comment: 


“We feel that staff work can effectively be done by 
operating executives and department heads in addition to 
their regular duties, providing the staff work is properly 
coordinated. If properly handled this results in lower 
administrative overhead and can be effective for all except 
very large or multiplant companies.” 


EVALUATION OF STAFF 


Most companies cooperating in this survey report 
they use the same types of techniques to evaluate the 
performance of staff departments as they do to deter- 
mine their size. Budgetary controls and personal 
observation are the methods most often mentioned. 


Budgetary Control 


Comparison of actual against budgeted costs is, of 
course, one popular method of measuring the effec- 
tiveness of any department. In fact many companies 
report that it is the only method employed to evalu- 
ate a staff department, “because of the difficulty of 
attributing tangible results to nonproductive units.” 
An electrical machinery manufacturer reports: 


“Much as we would like to find another method, we have 
not yet been able to evaluate our staff groups on any basis 
other than compliance with the budget. We feel that this 
is far from a satisfactory approach, but will have to accept 
it until a more effective means comes along.” 


Some companies have developed elaborate systems 
to assure that budgets and programs are followed. 
Following is the description of one manufacturer’s 
procedures: 


“Once their budgets are approved, the staff departments 
submit to a budget section a program of their activities 
for the ensuing year. This outlines in detail the specific 
projects they are to undertake and, where practical, the 
dates for completion of each individual project. These are 
reviewed, edited, and incorporated into the company’s 
program. These programs and the budgets then become 
standards of performance by which to measure effectiveness 
throughout the ensuing year. Each month the department 

_ submits to the budget section a report of its’ activities. 
Each department includes comments with respect_to prog- 
ress towards attainment of the program. ‘These reports 
are analyzed, edited, and reproduced in a monthly company- 
wide progress report. 

“The budget section also makes periodic management 
audits of the staff departments. These audits are for the 
purpose of determining that the department’s duties and 
responsibilities are performed to the satisfaction of top 
management and the divisions, and for making recom- 
mendations to improve operations. In such an audit, the 
opinions of each of the divisions with respect to the service 


OCTOBER, 1955 


389 


and advice received are obtained. This is another means 
of determining the effectiveness of our staff departments.” 


Charging Costs to Line 


Another reported method of measuring the effi- 
ciency of staff departments is charging the cost of 
these functions directly to the line departments 
served and testing the latter’s reaction. How this 
plan works for a nonmetal manufacturer is explained 
as follows: 


“The evaluation of staff functions is measured on the 
basis of their contribution to the business.. Staff budgets 
usually are arrived at through analysis of the job to be 
performed and the manpower required to accomplish ob- 
jectives. Tentative staff budgets so prepared are imme- 
diately apportioned back to the operating divisions for 
inclusion in their budgets. At this point, questions are 
usually raised as to adequacy or inadequacy of expenditures 
and services. The usual result is an immediate agreement 
between the operating division and the staff head as to 
(1) the amount of services to be provided in the budget 
period, and (2) the cost which the division is willing to 
bear for these services. This is particularly effective in an 
organization where the heads of operating divisions are 
fully responsible for results of operations including costs 
and profits.” 


Executive Opinion 


Most cooperating companies state that except for 
budgetary compliance they have no formal methods 
for measuring the effectiveness of staff departments. 
For departmental accomplishments of a nonmonetary 
nature, companies rely largely on the close familiarity 
of the executives concerned to make sure staff depart- 
ments are performing at proper efficiency. A manu- 
facturer of automotive equipment comments: 


“Effective performance of the general responsibilities of 
any staff department is so dependent upon initiative, 
imagination and resourcefulness that no ‘standard’ can be 
applied in these areas. Thus, in our company, top man- 
agement evaluates the staff functions on the basis of per- 
sonal knowledge of performance of the functions assigned.” 


Although there appears to be no universal standard 
of performance on which to measure the effectiveness 
of staff departments, many executives have developed 
measuring sticks on which to judge personally the 
general conduct and effectiveness of staff departments. 
Among these are: 


® Savings and improvements resulting from suggestions 
made by staff departments. 


® Timeliness of work done. 
© Quality and usefulness of reports. 


© Statements by division heads as to service they did or 
did not get from staff. 


© Absence of crises. 
® Maintenance of good morale. 
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Some staff departments, in the opinion of several 
companies, do lend themselves to tangible evaluations. 
Some phases of industrial and process engineering and 
traffic work, it is felt, can be evaluated in terms of 
annual cost reduction. On the other hand, staff 
functions such as industrial relations, and quality 
control yield considerable direct and indirect savings 
but of undeterminable amount. 


Relationship to Whole Company 


In many cases, staff activities are evaluated in 
terms of activity of the company as a whole. A paper 
products executive reports: 


“Staff performance is related to operating results wher- 
ever possible. For example we review sales and production 
volume in terms of related increases in necessary paper 
work, legal counsel, and financial matters. We also study 
operating conditions in terms of weakness or strength 
which could be improved through staff assistance. And 
we check actual costs of staff functions in relation to sales, 
operating costs, and industry standards wherever available. 
The major measure of effectiveness of a given staff depart- 
ment, however, is through executive judgment. No specific 
criteria have been established on a company-wide basis.” 


Other Techniques 


Although most organizations rely upon budgets and 
personal observation for evaluation of staff, a few 
have developed other means of measurement. Among 
these are comparing results from one year to the 
next, setting up standard practices and work meas- 
urement, and evaluating competitive operations. 


Year-by-year Comparisons 


Some companies report that their best methods of 
evaluating the effectiveness of staff departments is 
to compare representative ratios on a year-to-year 
basis. A chemical concern, for example, states: 


“Each year we analyze the following figures in light of 
the preceding year’s figures: (a) departmental expenditures 
as per.cent of total company sales and transfers; (b) number 
of departmental employees related to total company sales 
adjusted to a constant price level; (c) departmental salaries 
as a per cent of total operating department’s salaries. 
However, to a large extent, top management must rely 
upon the quality of departmental management to obtain 
effective staff performance.” 


Other organizations report that they compare these 
figures over a three- or five-year period as well as 
annually, to get a broader picture and to observe 
trends in growth and activity of staff functions. 


Job Specification, Standard Practices 


Some companies, through the use of organization 
charts, manuals, job specifications and standard prac- 
tice bulletins establish objectives as to what should 
be accomplished, procedures specifying how, when and 


by whom the work is to be executed, criteria as to 
what constitutes a good performance and appraisal 
as to how well it was done. In a chemical company, 
three factors are considered in the evaluation of staff 
performance: 


A. Managerial Performance—The extent to which 
the individual has performed the duties and responsi- 
bilities inherent in all managerial positions. 


B. Position Performance—The extent to which he 
has performed the specific duties and responsibilities 
of his particular position. 


C. Project Performance—The extent to which he 
has accomplished selected major projects established 
as part of the company’s business planning and 
budgeting activities. 


Clerical Work Measurement 


A few companies use work measurement plans to 
evaluate clerical employees in: field and home office 
staff departments. These plans usually provide the 
necessary elements to measure effort required to op- 
erate under varying production conditions. They 
also help, in the opinion of firms using them, to set 
up and support the budget requirements in the 
departments in which they are used. 


Competitive Approach 


In some instances, companies have attempted to 
develop a competitive approach for measuring the 
adequacy of staff. A nonferrous metals manufacturer 
states: 


“Our standard of performance for most staff depart- 
ments has been the degree of satisfaction or lack of satis- 
faction expressed by the line departments with the services 
which the staff departments render. But this has not been a 
particularly conclusive method of measuring performance, 
as in many cases the line department has no recourse to 
competitive service. In the last few months we have been 
giving considerable study to the use of competitive measures 
of staff department effectiveness, when a competitive 
approach can be made. For example, there are outside 
services which will perform market research activities on 
a contract basis. This can be compared fairly directly 
with the cost of research projects of like type and quality 
by our own staff departments. We have, in the last year, 
had an increasing tendency to compare estimated and final 
costs of staff activities which would normally be performed 
within our own staff departments, with the price of pur- 
chase from an outside contractual source.” 


Multiplant companies and firms organized on a 
divisional basis often evalute staff functions by com- 
parison with similar organizations within the com- 
pany. And some companies, without similar units 
within their own organization on which to make staff 
comparisons, often turn to external sources for meas- 
urement. One such source is published information 
showing comparable data regarding the organization 


BUSINESS RECORD 


and costs of similar services in other companies. Such 
a tool frequently determines whether or not a given 
company’s costs, when measured in terms of various 
indexes such as gross income, total investment, net 
profit, and the like, are in line with the experience of 
other firms. 


STAFF INCENTIVE PLANS 


Very few reporting companies have set up special 
bonus or other incentive plans to stimulate staff per- 
sonnel to increase their output. Popular practice is 
to have the staff people share equally with line per- 
sonnel on the basis of length of service, level of re- 
sponsibility, wage or salary rate, and company profit. 
A hardware executive has the following to say con- 
cerning his company’s bonus plan: 


“We give what amounts to 10% of the full earnings of 
each employee at the end of every six month’s period. 
This applies equally to both line and staff personnel, and 
includes everyone from the president down to the janitor.” 


Many firms do make a distinction between key 
staff personnel and the lower levels of staff in the 
awarding of extra compensation. An industrial ma- 
chinery executive states that for higher levels the 
bonus is based on profits before taxes, while the lower 
levels of supervision participate in a discretionary 
bonus, the amount of which is determined by top 
mangement. A foundry executive explains that al- 
though his company has an annual profit sharing plan 
in which all personnel participate, an additional 
reward is made to deserving staff people: 


“Each year the staff personnel are analyzed quite closely 
for extra output in their particular functions, their ag- 
gressiveness, specialized work habits and attitude towards 
their job. Annually, those staff personnel who have shown 
the outstanding attributes and extra impetus always neces- 
sary to carry an organization further ahead than normally 
expected are given a bonus, based purely on the judgment 
of the department head.” 


Some companies report that, although they do not 
use bonus or incentive plans in home office staff de- 
partments, they do employ bonus plans for staff 
operations in the field. A rubber company which fol- 
lows this practice bases field bonuses on sales produced 
in the respective areas. The company’s general prac- 
tice is to give the participant one third of his ulti- 
mate earnings as extra compensation. This fraction 
varies, however, depending upon the emphasis the 
company gives to the importance of the job to be 
accomplished. 


GROWTH OF STAFF FUNCTIONS 


The increasing complexity of operating a business, 
growth in the employee benefits field and the need 
for rigid control of company operations have made 
for increases in both the number and size of staff 
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departments in the past several years among the 
majority of cooperators. A paper products manu- 
facturer reflects the experience of most reporting 
companies: 


“The reason for staff increases stems from the changing 
trends of the times. The increase in personnel and indus- 
trial relations reflects the growth of unions, increased ex- 
pectations, improved working conditions, and apparent 
increasing difficulty in adjustment on the part of individuals 
to their environment. The increase in engineering reflects 
the development of mechanical equipment to replace hand 
operations, and the increasing complexity of all forms of 
mechanical equipment. Words like ‘electronics’ and ‘auto- 
mation’ indicate new areas. The increase in development 
of control reflects increasing severity of competition and 
more rigid requirements for any product under today’s 
conditions.” 


Insurance programs, pension plans and _ other 
fringe benefits, the increasing demand for paper work 
and governmental requirements are also listed as 
having added to the burden of staff operations. An 
office equipment manufacturer says that the increas- 
ing number and complexity of government regula- 
tions, such as those of the Securities and Exchange 
Commission, Internal Revenue Service, Federal So- 
cial Security Act and state unemployment laws, 
have been the main reason for an increase in the 
company’s accounting staff. 

Increased mechanization in the factory is another 
reason given by executives for the growth of staff. 
A machine tool executive makes the following obser- 
vation on this subject: 


‘We are conscious of the fact that our staff departments 
have grown over the past several years. Machinery and 
equipment today are much more complex than was the 
case a number of years ago. While, in general, these 
machines will reduce the direct labor involved in manu- 
facturing, they have required increased attention from staff 
departments in the form of methods engineering and the 
like in order to obtain their maximum benefit. Likewise, 
increased emphasis on research of all kinds has brought 
about a rise in the number of employees engaged in 
this area.” 


Research and development, advertising and con- 
trol operations are staff activities that are also men- 
tioned by many firms as having rapid recent growth. 
And, obviously, company growth alone has been re- 
sponsible for increases in staff services according to 
many executives responding to the survey. A rail- 
road equipment executive notes that in three years 
his staff has grown from practically nothing to twelve 
members. He explains: 


“This change was caused by the acquisition of subsidiary 
companies and their merger into the parent company. 
Formerly, as a single plant, single product line company 
staff was little needed. Diversification of product lines, 
and conducting operations through separate organizations 
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in widely spread localities, required staff coordination and 
assistance.” 


An instrument manufacturer points to the estab- 
lishment of a personnel department as being caused 
by the company’s growth. It is no longer physically 
possible for top management to give personnel mat- 
ters the amount of attention required. 


Concern over Growth 


Many companies express concern over the growth 
of staff departments and several respondents are tak- 
ing steps to hold staff costs in line. For example, a 
rubber manufacturer has introduced a work measure- 
ment plan with which it maintains a greatly increased 
business with a minimum increase in staff. Over-all, 
the plan has been instrumental in achieving 30% less 
units of personnel in measured departments than un- 
measured. 

Other firms turn to data processing and other 
mechanical equipment to reduce the size of the clerical 
staff. 

Several firms report they have achieved economies 
in staff operations through reorganization or consoli- 
dation of staff activities. For example, a chemical 
company reports consolidating its staff sales and 
public relations department into a single marketing 
department. Because these activities were so related, 
it was felt they could be performed more efficiently 
and less expensively if they were combined. And an 
air conditioning equipment executive reports: 


“We shifted from so-called horizontal organization to a 
vertical setup involving the establishment of a number of 
rather self-contained operating divisions. 


“At the outset it was not possible to verticalize to the 
extent that we knew we eventually should. As a result, 
we have been taking steps to further decentralize certain 
functions. This, in turn, has resulted in a reduction in the 
number and size of our staff departments. 


“We anticipate taking additional steps in this direction 
in the next two or three years, in so far as completing the 
decentralization of those staff functions that really ought 
to be on an operating division basis. At the same time, 
we recognize the need for strong staff functions in certain 
areas and these will be continued.” 


Buying Outside Services 


A few companies have resorted to buying outside 
staff services to decrease the size and cost of internal 
staff functions. A nonferrous metals executive has 
this to say: 


“Within the last few years, or particularly within the 
last year, as a result of comparative studies of the value 
of performing work in staff departments versus purchasing 
similar services, there has been a tendency to reduce the 
size of, and therefore the cost of, certain of our staff de- 
partments. It seems likely that within the next two or 
three years a continuing scrutiny of staff services may well 


lead to an increasing amount of service work being placed 
with outside organizations. This may include engineering 
and architectural services and in some cases product en- 
gineering and product design. It appears that a program 
of this nature will tend to sharpen and make more hard 
hitting our internal staff departments. It is difficult at the 
present time to know just how much of a curtailment of 
staff functions will be brought about but it appears it may 
be much greater in some staff departments than in others.” 


Control, Rather Than Reduce, Staff 


The emphasis must be placed on control of staff 


expansion rather than staff reduction, in the opinion 
of many cooperators. As a business grows in size 
and complexity it is necessary and profitable, in the 
thinking of many executives, to add staff personnel 
to concentrate on specialized problems, rather than 
rely on the casual interest and limited knowledge of 
individuals to whom these problems may be of sec- 
ondary concern. Improved planning and control in 
themselves are expected to be the main reasons for 
further increases in staff personnel. 


Micuareut L. Esy 
G. CLark THomMPpson 
Division of Business Practices 


Business Book Shelf 


Public Policy—A collection of essays on selected topics 


of national policy. The role of government in the private 
enterprise society, antitrust problems, planning and 
resources policies, and fiscal and monetary policy affairs 
are among the broad areas covered in fourteen studies. 
Edited by Carl J. Friedrich and J. Kenneth Galbraith. 
Harvard Yearbook of the Graduate School of Public 
Administration, Harvard University, Cambridge, Massa- 
chusetts, 1954. $5.00. 


The Federal Tax System of the United States—A con- 


cise reference volume on taxes levied by the Federal 
Government, together with a discussion of methods of 
assessment, determination and collection. The tax ad- 
ministrative system, procedures and techniques are ex- 
amined and summarized in brief but comprehensive 
fashion. Joseph P. Crockett. Columbia University Press, 
New York, 1955. $4.75. 


How To Save Estate and Gift Taxes—Discusses the plan- 


ning and organization of personal finances to maximize 
financial security for survivors. Estate and gift tax laws 
are examined and possible methods of tax savings sug- 
gested. Specific plans for estate management are in- 
cluded, as are the pertinent changes made by the Internal 
Revenue Code of 1954. J. K. Lasser and Ralph Wallace. 
American Research Council, New York, 1955. $5.95. 


The Great Crash 1929—A timely account of the events 


leading to the stock market crash of 1929. John K. Gail- 
braith. Houghton Mifflin Company, Boston, 1955. $3.00. 
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Sources: Federal Reserve; Department of Commerce 


SELECTED BUSINESS INDICATORS 


1955 1954 Percentage Change 
Latest Month | Latest Month 


Item 


Augustp July June August over over 
Month Ago Year Ago 
Production and Business Activity— 

Industrial production Lote US)\ acca. ease 1947-49 = 100 140 |r 139 139 123 +0.7 +13.8 
Durable goods (S).............02000c000: 1947-49 = 100 158 |r 155 155 135 +1.9 +17.0 
Nondurable goods (S)..............+205- 1947-49 = 100 126 |r 126 |r 127 114 0 +10.5 
HVimerals (5S) hc sia. ote isso cto hs ete ete kao oes 1947-49 = 100 120 |r 120 |r 122 109 0 +10.1 

Consumer durables (S)!................... 1947-49 = 100 152 |r 153 147 115 =0.7 +32.2 

Machine tools*isins30t heh tis SON eee ate 1945-47 = 100 165.0 152.9 198.8 203.7 +7.9 -19.0 

Construction contracts awarded, residential®| million dollars 835 959 951 693 -12.9 +20.5 

Construction contracts awarded, other*. .... million dollars 1,059 1,313 1,304 880 -19.3 +20.3 

Retail sales (S).. 0.0... .. 0. cece ee eee eens million dollars 15,400 |r 15,484 15,345 14,150 0.5 +8.8 

Retail inventories (S)*.................2-- million dollars n.a. 23,350 |r 23,190 22,400: +0.7 +4.2 

Department store sales (S)................ 1947-49 = 100 118 194 114 111 4.8 +6.3 

Department store inventories (S)*.......... 1947-49 = 100 n.a. 127 127 121 0 +5.0 

Manufacturing sales (S)..................- million dollars n.d. 26,763 |r 27,111 23,209 -1.3 +15.3 

Manufacturing inventories (S)*............ million dollars n.d. 43,920 |r 43,779 43,431 +0.3 +1.1 

Manufacturing new orders (S)............. million dollars n.a. 26,874 |r 27,795 21,415 -3.3 +25.5 

Manufacturing unfilled orders*............ million dollars n.a. 50,763 |r 49,321 48,696 +2.9 +4.2 

Carloadings, total’. .................2008. thousand cars 780 758 766 678 +2.9 +15.0 

Carloadings, miscellaneous®................ thousand cars 376 359 379 337 +4.7 +11.6 

Prices, Wages, Employment— 

Basic commodity prices®.................. 1947-49 = 100 89.5 90.8 90.2 91.2 -1,4 -1.9 

Wholesale commodity prices, all........... 1947-49 = 100 110.8 }r 110.5 110.3 110.5 +0.3 +0.3 
LESS rg 8 bia SOD TONRMG  OR § Cet of On PS 1947-49 = 100 88.1 89.5 91.8 95.8 -1.6 -8.0 
GUISELIO ely pecs eee sae Geicie ties 1947-49 = 100 117.4 116.5 115.6 114.4 +0.8 +2.6 

Consumers’ price index................... 1947-49 = 100 114.5 114.7 114.4 115.0 -0.2 —0.4 

Farm parity price ratio................... 1910-14=100 84 84. 86 89 0 -5.6 

Nonagricultural employment. ............. thousands 57,952 57,291 56,335 55,349 +1.2 +47 

Wnemployments So Fee SS. Say eee: thousands 2,237 2,471 2,679 3,245 -9.5 -31.1 

Factory employment. ..................4. thousands 13,249 |r 12,988 |r 13,086 12,418 +2.0 +6.7 

Average weekly hours worked, manuf’ing. . .|| number 40.8}r 40.4 40.7 39.7 +1.0 +2.8 

Average hourly earnings, manufacturing. .. .|| dollars 1.89 |r 1.89 1.87 1.79 0 +5.6 

Personal income (S)’..............00000es billion dollars n.a. 304.7 |r 301.6 287.1 +1.0 +6.1 

Finance and Government— : 

Bank debits, outside New York City®....... million dollars 72,515 68,714 72,706 61,662 +5.5 +17.6 

EStISIMESS JOBTIS! iei-<'¢ oas2io wie ie caslenate tiers egestas A million dollars 23,891 23,437 23,110 20,783 +1.9 +15.0 

Consumer instalment credit outstanding‘... .|| million dollars na. 25,476 24,914 21,849 +2.3 +16.6 

Privately held money supply‘.............. billion dollars n.d. 208.2 207.4 200.4 +0.4 +3.9 

Federal budget receipts................... million dollars 4,734 2,765 10,038 3,911 +71.2 +21.0 

Federal budget expenditures............... million dollars 6,225 5,382 6,677 6,731 +15.7 —7.5 

Defense e ditures se Oe Pe ee ee million dollars 3,564 |r 3,034 4,024 3,544 +17.5 +0.6 

Federal budget surplus or deficit, cumulative!) million dollars —4,109 —2,617 —4,192 —4,820 bie Doe 

1Output of major consumer durables 5Average weekl. 9Average of Wednesday figures S Adjusted for seasonal variation 

2Shipments 6Average of 22 daily spot market prices From July 1 to end of month indicated n.a.Not available 

837 eastern states 7Annual rate aduly, 1954 rRevised 

4End of month 8337 centers pPreliminary 

Sources: Association of American Railroads; Agricultural Marketing Service; Bureau of Labor Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve 
National Machine Tool Builders Association; ury Department; Tas Conrrgencz Boarp 
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THE BRITISH APPRAISE .THE INCOME. TAX 


lar names given to other British Royal 

Commission reports are milestones to reckon 
with in contemporary fiscal and monetary affairs. 
Their fame, often surviving for decades, rests on the 
serious and meticulous character of their commission 
reports into pressing public issues and on their exhaus- 
tive, nonpartisan treatment of them. 

Now another name has been added to the list: 
the Report of the Royal Commission on the Taxation 
of Profits and Income,! popularly known as the Rad- 
cliffe Report, after its chairman, Lord Radcliffe. 
This current one inquires into both basic principles 
and practical effects of income taxation. 

Prospects for income-tax reduction in the United 
States next year are favorable. Also pertinent to 
the subject are the hearings to be held next month on 
American tax problems by the Joint Committtee on 
the Economic Report. Under these circumstances, 
Tuer ConrereNce Boarp believes that a summary of 
the major recommendations of the Radcliffe commis- 
sion, as well as some direct quotations from it con- 
cerning basic principles of income taxation, will be 
of direct interest to American readers. They will find, 
despite differences in practices and terminology, a 
host of familiar problems both as to substance and 
their tendency to defy resolution. 

The following summary confines itself to such 
familiar American issues as capital-gains taxation, 
double taxation of dividends, taxation of corporations, 
depreciation, and others of current concern. It makes 
no attempt to treat the many other topics discussed 
by the commission. 


THE BACKGROUND 


The Radcliffe report is the last of five instalments 
presenting preliminary research directed toward 
broad tax reform in the United Kingdom. This study, 
together with the two interim commission reports 
and the two related studies by the Tucker commit- 
tee, must be considered in connection with moves 
toward improving the tax structure that were actu- 
ally initiated back in 1949 and that have been con- 
tinued since then through both Labor and Conserva- 
tive administrations. This final instalment of the 
Radcliffe report is the keystone of this effort, both 
on the basis of its broad scope and its concentration 


1Cmd. 9474, Her Majesty’s Stationery Office, 1955. All quotations 
on these pages are from this document unless otherwise attributed. 


lose! Colwyn, Tucker and the popu- 


upon the income tax—the source of half of all Brit- 
ish revenue in 1955. 

Note should initially be made of limitations im- 
posed upon the commission, both by the terms of its 
directive and by its own election. Of these, the 
foremost concerns revenue. By its mandate, findings 
were to be consistent with maintaining the same 
“revenue from profits and income” as at present. This 
tended to bar the commission from coming up with 
proposals for sweeping change or, given the present 
tax load, prevent it from treating other relevant 
aspects.1 As the commission points out: 


. . we have at many points been confronted 
by difficulties which are magnified by the weight of 
the tax, and by grievances which would not have been 
felt as grievances if the weight had been lighter. 
Even when everything possible has been done to re- 
move inequities, both by adjustments in the design of 
the tax and by improvements in its administration, it 
will retain defects; and they will be felt as serious 
defects by reason of the weight of the tax.'' (par. 21) 


The commission itself added a guiding principle: 
that a tax system should be simple and intelligible. 
Many otherwise acceptable proposals were rejected 
because “there is a limit beyond which the refine- 
ments of a tax system cannot be allowed to go” and 
still be both simple and intelligible. 


A DETERMINING ASSUMPTION 


Finally, the commission assumed that there would 
be no marked change in the purchasing power of 
money, justifying its stand as follows: 


"But if we could not take it as our premise that 
stability in purchasing power is the normal thing to 
be expected, we think that our review would be beat- 
ing the air, for there would be lacking a condition that 
is a necessary assumption upon which to build either a 
satisfactory tax structure or a satisfactory distribution 
of the total burden of tax. 

"Indeed, if we had thought that we were obliged to 
‘assume a persistent decline in the purchasing power 
of money, even if only a slow one, our examination of 
the problem of dealing with the inflationary element 
in profits which are computed without allowance for 
1The mandate given the commission by Parliament, moreover, 


estopped it from consideration of sales or consumption taxation, 
excises, death duties, and other forms of nonincome levies. 
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the decline would have started on a different basis 

and might have reached a different conclusion." (par. 

23) 

The 483-page report (the far more voluminous rec- 
ord of hearings, documents submitted, etc., were not 
even printed for distribution) ranges over an impres- 
sive list of subjects. In virtually every case, the com- 
mission first reviews and appraises the underlying 
principles, selects those it holds proper, weighs the 
equities involved and then, finally, applies the tests 
of practical administration and operation. 


WHAT IS INCOME, ANYWAY? 


What is income? What are corporate profits? What 
is the proper basis for income taxation? Flying in the 
face of the adage against rushing in where angels 
fear to tread, the Report opens by trying to nail 
down answers to these elusive questions. Reviewing 
the complex issues arising from the growth and de- 
velopment of social and economic institutions, the 
commissioners came to the conclusion that no general 
definition can suffice “to cover so multifarious a sub- 
ject as taxable income.” After some pithy comments 
on the follies of definitions either too broad or too 
specific, the majority arrive at the position that the 
definitions of present law are generally sufficient— 
that ‘what the law says is income is income.’ The 
problems, they decided, lie principally on the peri- 
meter: 


"The conversion of a flat-rate tax into a steeply 
progressive graduated tax which has taken place in the 
last fifty years may have had a tendency to limit the 
scope of permissible additions to the conception of 
taxable income. All obvious forms of recurrent re- 
ceipt are already within the tax net. The debatable 
items are mainly within that range of receipt which 
does not admit of a clear dividing line between capital 
and income." (par. 32) 


The possibility that many types of receipt could 
be alternately and reasonably viewed as capital and 
as income payment prevents establishing any “clear 
dividing line.” The commission would either exempt 
from the big bite of steeply graduated taxes a heavy 
one-time receipt which in effect anticipates future- 
year receipts or would insist upon the use of a formula 
which would artificially spread both the income re- 
ceived and the tax payments over a number of years. 


"And, if these formulas prove incapable of appli- 
cation on any general scale owing to the practical and 
administrative complications that they cause, no solu- 
tion is likely to emerge which will satisfactorily relate 
the debatable income-capital receipt to the require- 
ments of our system of taxing personal income." (par. 
32) 

This rather terse treatment of at best a knotty set 
of issues fails to satisfy a minority of the commission 
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members who find themselves in fundamental dis- 
agreement with the majority’s dicta. To the minority, 
“the taxable capacity of an individual consists in 
his power to satisfy his own material needs.” There- 
fore, the test of income is not what the law or its 
official interpreters call income, but whether and 
how far it contributes to a man’s spending power. 
It is not the process of earning the income or 
the source of the income that should be the im- 
portant criterion in law but the amount of change 
in spending power. To the minority, income is: 


. . . the whole of the change in the value of a 
man's store of property rights between two points of 
time, irrespective of whether the change has been 
brought about by the current addition to property 
which is saving in the narrower sense, or whether it 
has been caused by accretions to the value of prop- 
erty." (par. 7) 


The minority, consequently, firmly demands that 
capital gains be included as taxable income. 

Beyond the question of marginal types of income 
lies the issue of net versus gross income—an issue 
perhaps even more acute in Britain where the high 
level and steep scale of tax rates have accentuated 
interest in deductible expenses, expense allowances, 
and the like. Recognizing that few kinds of income 
are fairly represented by the gross receipts concerned, 
the majority here would prefer to err, if at all, on 
the lenient side and would broaden allowable ex- 
penses and liberalize present bureaucratic and judi- 
cial rulings limiting such deductions. 


HOW AND HOW FAR TO TAX FIRMS 


A far greater portion of the commission’s inquiry 
is devoted to the search for a proper philosophy to 
guide the century-and-a-half-old taxation of corpo- 
rations. What, the commission asks, should be the 
proper basis for corporate income taxation? And 
should it be any different from that for other forms 
of income? Historically it wasn’t any different, the 
Report points out, but conditions have grown tre- 
mendously more complicated since corporations were 
first taxed in 1803: 


"It seems fairly clear that the taxation of corporate 
incomes was based in the first instance upon the simple 
view that they represented no more than the aggre- 
gate income of the individual members and that it 
was the more convenient course to tax such income in 
the hands of the corporation before distribution than 
to tax its aliquot parts in the hands of several corpo- 
rators after distribution had taken place. Such a view 
is consistent with a flat-rate tax and a prevailing prac- 
tice of distributions to members that accord fairly 
closely with the profit made. But the taxation of cor- 
porate incomes involves more complicated problems 
under a progressive tax at a time when a corporation 
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normally retains in reserve a large portion of the 
profits made." (par. 27) 


Because of retained profits, progressive taxation of 
individual incomes, and various personal allowances 
and exemptions, the Report finds there is no longer 
any justification for the theory that holds corporations 
to be mere agents for tax purposes: 


". . . the taxation of undistributed profits at the 
standard rate [applicable to all British income, both 
corporate and individual] cannot be fairly explained 
as taxation of the members’ shares in the undistributed 
pool of income.” (par. 50) 


WHY TAX RETAINED EARNINGS? 


So, if the tax on undistributed profits cannot be jus- 
tified as a means of taxing individuals on their shares, 
what then, the commission asks itself, is the rationale, 
if any, for taxing those profits? Ability to pay or 
other traditional tax norms fit awkwardly when 
tailored to this problem. And it is not an unimpor- 
tant issue, since the tax on undistributed profits 
accounts for some two fifths of all income taxes. But 
it would be unfair to allow retained earnings to go 
entirely free of taxation, the Report asserts, for the 
reason, among others, that it would permit an ac- 
cumulation of untaxed wealth not available to indi- 
vidual proprietorships. These latter and all other tax- 
payers must effect savings out of income bearing the 
full burden of taxation. A corporation: 


... operates therefore as a medium through which 
the whole body of its equity shareholders are enabled 
to achieve a measure of saving out of profits in respect 
of which no one of them has been required to pay 
surtax.'' (par. 53) 


And there is a further aspect to consider: 


"This indirect benefit of incorporation cannot fairly 
be ignored in framing the tax system applicable to 
corporate profits. It is a fiscal matter and bears upon 
the proper distribution of the burden of tax upon 
different kinds of income. The difficulty remains, how- 
ever, that the saving achieved is achieved on behalf 
of the shareholders as a whole; the money is in most 
cases outside the control of any one individual share- 
holder and it is certainly not directly at his disposal 
as free personal income. It is true that a regular course 
of investing retained profits must have an influence 
on the market or realizable value of shares in a com- 
pany: but experience indicates that the connection 
is too uncertain to justify the idea that the shareholder's 
ability to dispose of part of his holding gives him the 
power year by year to enjoy in his own hands a spend- 
able income in any real sense equivalent to his aliquot 
share of the undistributed profits." (par. 54) 


The upshot of the commission’s deliberations is 


Better Government Through Royal Commissions 


The appearance of the Radcliffe report, following 
close in this country on the heels of both the second 
Hoover report and the Kestnbaum intergovernmental 
relations study, underscores the role which can be 
played in national affairs by advisory bodies largely 
recruited from private life. Actually, the British 
practice of gathering facts and giving preliminary non- 
partisan consideration to the pros and cons of pressing 
national issues by royal commissions is virtually as old 
as English consitutional government, dating back to 
the early Middle Ages. In the centuries since, it has 
been employed for a spectrum-wide range of purposes. 
Though not a panacea for all the ills of government, 
it has been described as “consecrated by antiquity” 
and in connection with today’s problems “dictated by 
necessity.” ; 

Royal commissions are created by the Crown—in 
modern times as the result of a decision to seek the 
assistance and advice of a group of distinguished private 
citizens (although some public officials may be in- 
cluded). Its proceedings are of a quasi-judicial charac- 
ter, accompanied by the power to compel testimony and 
obtain data. It has only advisory powers with no 
executive or administrative responsibilities. Reports 
and findings are submitted directly to the Crown. But 
any action, as in this country, is dependent upon either 
the administration or the legislature. 

Ordinarily, commissions are appointed to inquire into 
subjects of major controversy or of national significance 
and often when existing policies are recognized to be 
inadequate or fundamental change is being contem- 
plated. Emphasis is upon fact-finding and balancing 
of alternatives, and recommendations are directed 
toward specific legislative policy. (Royal commissions 
have, however, also been employed to inquire into the 
activities of governmental departments, social condi- 
tions, or special problems either not readily or desirably 
handled by existing machinery.) Their personnel need 
not necessarily be experts in the subject; they are 
normally selected to insure a representative body of 
non-partisan informed judgment. 

Their inquiries are usually uninhibited by limitations 
of time, and their deliberations and conclusions are 
relatively free from the concerns and influences affect- 
ing elected officials. In this way they have sometimes 
served as forerunner and often as a useful aid and com- 
plement to legislative activity. By the same token, 
they have also been held in certain instances to have 
served merely as an impressive, delaying tactic for 
shelving an issue over which there is public pressure 
for action. 

The list of royal commission subjects similarly ranges 
from the near sublime to the mundane. In addition 


-to the famed fiscal and monetary studies of recent 


decades, over the centuries royal commissions have 
inquired into such matters as marriage laws, fugitive 
slaves, the decimal system, vivisection, mining, educa- 
tion policies, land drainage, horse breeding, and the 
supercession of colonels. 
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that it finds no satisfactory basis for taxing profits 
under any concept treating companies “as if they 
were the same sort of taxpayers as individuals.” 
It also rejects any idea that a tax on profits is a type 
of franchise tax on the right to do business as a 
corporate entity. The Report holds that undistributed 
profits must be considered as a distinct category of 
income. As such they are to be taxed differently from 
other income. And it is desirable to treat undistributed 
profits as having “a lower taxable capacity” than 
either ordinary income or dividend income, chiefly 
because the shareholder has no direct ownership 
and control over his “share,” although these profits 
do belong to him in some sense. 

Even so, none of the Report’s criteria, the majority 
confess, “offers any really satisfactory principle” 
for determining the burden of corporate taxation and 
the burden of personal taxation, since: 


. no comparison of the respective burdens can 
attain precision in the face of a highly progressive 
system of personal taxation imposing widely differing 
rates of tax upon the marginal income of many millions 


of individuals.” (par. 57) 


Thus it is that the commission finally arrives at the 
highly pragmatic conclusion that there is no single 
fixed proper relationship between corporate and per- 
sonal tax burdens: 


"In the result any corporate taxation that is not 
merely a method of taxation at the source has to be 
measured according to its effect upon the undistrib- 
uted profits upon which its burden will fall, and in the 
absence of any clear guidance from principles of 
fiscal equity, we must expect that the rate will be 
determined primarily by the current need for revenue 
and by the economic objects that it may be hoped 
to achieve by changes in the impact of taxation—e.g., 
by reference to the current policy of favoring com- 
pany investment at the expense of personal income or 
personal income at the expense of company invest- 
ment, as the case may be." (par. 57) 


With these bows to the exigencies of presently 
high and complex taxes, the commission disposes of 
the principles involved in treating undistributed 
profits and relating corporate tax policy to individual 
tax burdens. Still remaining is the practical issue: 
how, then, should corporations actually be taxed? 
Here the British multiple-rate system comes in for 
some heavy blows. The Report bluntly replies to the 
various economic and financial arguments supporting 
the higher rate on distributed profits: 


"We cannot find very much to set against all this 
in favor of the existing scheme of profits tax. It had 
and probably still has some influence in encouraging 
the retention of profits for use in business at the ex- 
pense of distribution. Further, the differential structure 
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must tend to lower the rate on retained profits below 
what would be the average rate on all profits if there 
were no differentiation. This is likely to give a limited 
encouragement to the application of profits in some 
new venture or expansion of activity: though this con- 
sideration can only apply to those companies which 
are in a position to launch the venture or expansion 
out of their own funds.” (par. 539) 


But: 


"On the whole we are clearly of opinion that there 
is not sufficient utility in the profits tax in its present 
form to outweigh the serious disadvantages to which 
we have drawn attention. The use of differential rates 
may have been of some value in the immediate post- 
war years but the arguments against such a tax struc- 
ture increase with the years and in the end must prove 
decisive. We recommend that the differential rates 
should be brought to an end." (par. 540) 


FAULTS OF DIFFERENTIAL TAXATION 


While, “in general, the arguments of equity tend to 
support the use of the undistributed profits as a base 
for corporate taxation,” the majority find that dif- 
ferential rates favoring retained earnings also ad- 
versely affect the common in favor of the preferred 
shareholder. They also lead to distortion of capital 
structures and discrimination between firms, depend- 
ing upon the relative proportion of preferred to com- 
mon stock. And they build up a heavy but unascer- 
tainable potential tax charge against subsequent divi- 
dend payments made from retained earnings. 

The Report does, however, recognize substance in 
the arguments that any tax upon undistributed in- 
come hampers industrial development and adversely 
affects saving. But it declares that any taxation strik- 
ing at business funds has this effect. It further de- 
clares that such taxation tends to promote expansion 
through new capital flotations by placing dividends 
and interest on the same deductible footing. 

The commission answers the savings argument by 
expressing greater distaste for alternative tax schemes 
and by further alleging that the end to be promoted is 
not the mere retention of profits. A differential rate 
may not encourage the actual ploughing back of re- 
tained profits into the business. Conversely, in fact, 
the public interest might well be better served by a 
tax system that encourages distribution of earnings 
where there was no fruitful use for them internally, 
so that they might be invested effectively elsewhere. 

The commission’s basic inclination is toward a single 
tax—one that would combine the present standard 
rate and the profits tax into one levy. For: 


".. simplicity and administrative convenience sug- 
gest that it would be better to combine the two 
charges so as to form one tax. By this means the true 
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level of corporate taxation would be clearly ex- 
posed ... (par. 542) 


The stumbling block in the way of such simplifica- 
tion is the problem, familiar to American readers and 
of current import, that double taxation of corporate 
dividends poses. The Report takes a clear position: 


"It seems to us a wrong principle to subject the 
shareholder (whether by deduction at source or other- 
wise) to income-tax liability on his receipt from the 
company in any way that altogether ignores the fact 
that the profits from which the dividend is drawn have 
paid corporation tax in the company's hands. We ac- 
cept the criticism that it is double taxation to treat 
a company dividend as being a wholly new source of 
income." (par. 544) 


For these reasons, the commission comes out squarely 
for allowing credit to the shareholder to the extent 
of the standard rate for the income tax paid by the 
corporation. 


A SINGLE INCOME TAX? 


To this requirement of credit for prior tax paid 
the commission adds other factors: that dividends 
paid enter into the varying personal incomes of share- 
holders subject. to varying marginal rates; and that 
there is the overriding need for additional revenues 
from corporate taxes over and above those from the 
standard rate applicable to all mcomes. The result 
was a final rejection, by the commission, of a single 
tax on corporate income. For would a tax that com- 
bined the present standard income tax and the profits 
tax have positive advantages? The commission 
answers: 


"The attractions of a single-tier tax, considerable 
as they were, did not outweigh its disadvantages, 
among which we reckon the confusion that would 
arise from a scheme that departed at many points 


from well-settled principles of corporate taxation." 
(par. 547) 


The profits tax, then, must be continued to supple- 
ment the standard rate of income taxation. 

Out of an exhaustive review of alternative possi- 
bilities, the commission ends up with the recommen- 
dations that company profits be subjected to a spe- 
cial system of taxation “that is something more than 
a mere attempt to collect personal income taxes in 
advance.” Leaving the present standard income tax 
unchanged, the commission would convert the exist- 
ing profits tax into the simpler, flat-rate tax on total 
profits, both distributed and undistributed, with no 
differentiation in rates: 


"Though this results in the continuation of a two- 
tier system, the combination of the two taxes (after 
the second has been simplified) does not appear to us 
to involve greater complications than would neces- 


sarily be present in any one-tier system under which 
elaborate provision had to be made to regulate the 
allowance of credit to the shareholder for the corpo- 
ration tax paid by the company from which he draws 
dividends." (para. 553) 


This new single rate on all corporate profits, the 
Report suggests, “would be a good deal nearer to the 
lower rate of 24% [on undistributed earnings at 
present] than the higher rate of 2214% [on distributed 
income at present].” 

The minority, while agreeing that the present cor- 
porate tax structure is unsatisfactory, would go much 
further in the direction of simplification. The only 
obstacle the dissenting members see to a single rate 
is the majority’s insistence upon a scheme for pre- 
venting double taxation of dividends. This is a spuri- 
ous problem, say the dissenters, for as soon as: 


. we recognize that the profits tax paid by 
companies is a different tax from the income tax paid 
by individuals, and therefore the one can be levied 
at rates which are quite independent of the other, 
the principles of equity no more require us to offset 
the payment of the profits tax against the individual's 
liability to income tax than to call for such a tax credit 
in connection with the many other taxes (such as local 
rates, the petrol duty or the stamp duty) the incidence 
of which directly or indirectly falls on the individual 
income-tax payer. (par. 90) 


With this obstacle removed, a single corporation tax 
is possible. Moreover, the minority offers even greater 
income-tax concessions to business than the majority 
—but with still another proviso. If a capital-gains 
tax is added to the tax system—a cardinal point in 
the minority’s program—corporation income taxes 
could be reduced to a 33-1/3% level, applying uni- 
formly to distributed as well as undistributed earn- 
ings. (The majority’s proposals seem to work out 
to a tax rate on corporate income of about 50%.) 


CAPITAL GAINS: TO TAX OR NOT TO TAX? 


When it comes to capital gains, a full-scale debate 
and divergency of views develop within the commis- 
sion that are no less intense than occur in this country. 
Majority and minority really come to grips here, both 
on abstract theory and practical application. The per- 
suasive arguments marshaled by both sides provide 
penetrating insights into some of the broader economic 
and equity issues of a tax which has long been a stand- 
ard, though hardly unchallenged, feature of American 
taxation but which has never been incorporated into 
the British system. 

The majority’s exhaustive discussion can roughly be 
divided into two subjects—the proposal to include 
capital gains in income and then tax them at the 
full rate (as contrasted to the differential rate afforded 
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Americans); and, secondly, a searching self-criticism 
of the present British standards for distinguishing 
nontaxable capital gains from regular income. 

It turns thumbs down on any form of capital-gains 
tax, firmly rejecting all of them—each on a variety of 
considerations: equity, economic, and administra- 
tive. With the present British system of holding 
certain profits to be capital in nature it finds itself 
anything but satisfied.t 

In the two parallel inquiries the emphasis is first 
upon equity between different taxpayers and secondly 
upon relevant economic effects on savers and in- 
vestors. American readers are likely to be more 
interested in the commission’s indictment of capital- 
gains taxation than in its appraisal of the present 
British treatment of nontaxable gains on capital. The 
simplest objection the majority find is in the neces- 
sary factors of timing and allocation of capital gains, 
made acute of late by highly progressive tax sched- 
ules. The capital-gains type of profit which becomes 
taxable in the year of realization “has no true rela- 
tion to the income of that year” except in special cases. 


"In a system of highly progressive rates, such as 
ours, to treat the whole profit as part of the income 
of the year of realization and so to tax it at the mar- 
ginal rate or rates of the taxpayer concerned would 
seem unjust. Consequently there has to be super- 
imposed upon the simple idea of treating capital 
gains as taxable income a more or less complex struc- 
ture of provisions for taxing gains on property ac- 
quired before the current year at special abated rates 
or for spreading back the gains over the years during 
which the property was held (if that were feasible) 
and for ascertaining how much of the appreciation is 
to be attributed to the period before the tax was 
introduced. The distinction between long-term and 


1The present British system distinguishes between capital gains 
and other income, making the former exempt and the latter taxable. 
The distinction turns on the difference between profit from capital 
committed to ‘“‘a trade’”—of which there is no question that it is 
taxable—and property not so committed. The latter catch-all 
obviously affords no simple definition and has fathered a maze of 
law and judicial interpretations, mostly negative in nature, specifying 
what is not included in untaxable profit, rather than what is. 

Under these guide lines, ordinary business transactions provide 
little difficulty. But when they are applied to isolation or marginal 
types of transactions, taxpayer uncertainties and legal fireworks lie 
ahead. Despite the dissatisfactions over the present situation which 
it expresses, the commission would keep this sort of distinction as 
representing a real one “so long as we can feel satisfied that, . [it] 
is capable of being given effect to with reasonable certainty.” 

To attain “reasonable certainty” and to meet the present ad- 
ministrative “lack of uniformity,” the majority set forth considera- 
tions for identifying so-called “badges of trade” which should set 
apart the taxable business dealings. But, having done so in some 
detail, it still found sufficient cause for concern and ends up declaring 
that ‘‘each case must be decided according to its own circumstances.” 
It concludes with at least one concrete recommendation, that one 
body of appeal judges should be entrusted with resolving all questions 
which will arise. 

This prescription did not satisfy two otherwise members of the 
majority, nor the minority, who would have none of it, asserting 
that the majority’s painstaking effort would not “‘serve to reduce the 
present legal uncertainty surrounding the notion of income.” 
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Biography of the Radcliffe Report 


The commission was proposed in July, 1950. Its 
fourteen members, appointed early in January, 1951, 
include a banker, businessman, accountant, economist, 
lawyer, school principal, union official, and university 
teacher. It received 400 private submissions of evidence 
and argument, as well as 120 memoranda from the 
Board of Inland Revenue. It met ninety-seven times 
in committee, and another seventy-six times in full 
session. The great part of its work, moreover, was 
done informally “in chambers,” since, as it says: 


“much of the ground that we have had to cover is 
not usefully explored by the formal process of ex- 
amining witnesses. ‘The issues involved are very 
complex and the decisions to be taken upon them 
depend more on the weight to be given to a certain 
set of assumptions or on a balance of the arguments 
than on anything that can be elucidated by the 
method of question and answer.” 


The full record of hearings, deliberations, and evi- 
dence submitted was too voluminous for general pub- 
lication, although a limited number of full sets of 
documents were deposited in selected libraries. Over 
the span of five years, its expenses came to about 
$83,000, of which some $15,000 was expended for 
printing its reports. Receipts from sales of the two 
interim reports by early 1955, prior to the appearance 
of the final report, had already totaled $6,000. 

The royal warrant states that the commission: 


“ec 


. shall inquire into the present system of taxation 
of profits and income, including its incidence and 
effects, with particular reference to the taxation of 
business profits and the taxation of salaries and 
wages; to consider whether for the purposes of the 
national economy the present system is the best way 
of raising the required revenue from the taxation of 
profits and income, due regard being paid to the 
points of view of the taxpayer and of the Exchequer; 
to consider the present system of personal allowances, 
reliefs and rates of tax as a means of distributing the 
tax burden fairly among the individual members of 
the community; to make recommendations bearing 
in mind that in the present financial situation it 
may be necessary to maintain the revenue from 
profits and income... .” 


Its first interim report (Cmd. 8761, 1953) dealt en- 
tirely with the taxation of income from foreign trade 
and overseas investment. Its second interim report 
(Cmd. 9105, 1954) dealt with the taxation of individuals. 
While the commission was engaged in its deliberations, 
the results of two complementary tax studies, known 
as the Tucker reports, from royal committees appointed 
before it was created, were published. The Report of the 
Committee on the Taxation Treatment of Provisions 
for Retirement (Cmd. 9063, 1954) examined the tax 
treatment of pensions, life insurance, and annuities. 
The Report of the Committee on the Taxation of Trade 
Profits (Cmd. 8189, 1951) studied the proper basis 
for computing net taxable income, deductible costs, 
depreciation, and inventory valuation. 
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short-term gains, which is the basis of one method of 
trying to cope with these problems, itself involves the 
introduction of a new group of difficulties." (par. 90) 


The majority further find no weight in the argu- 
ment that, despite other problems it brings, the capi- 
tal-gains tax is a necessary corrective for the “special 
advantages” enjoyed by the corporate shareholder 
who, through market appreciation of his holdings, 
experiences capital accretions and savings never sub- 
ject to any surtax paid directly by him. To this the 
majority reply: 


"Those who advocate such taxation are, we think, 
responding to a feeling which is the product of dis- 
appointment at the failure of high taxes on income to 
restrain all lavish expenditure by the wealthy; .. ." 
(par. 98) 


And they go on to assert that such an attempt to tax 
expenditures otherwise untaxed under the present 
scheme of levies “does not hit that object at all 
squarely.” 


"Thus we we are not at all impressed by the argu- 
ment that the taxation of capital gains would achieve a 
more equitable distribution of the tax burden between 
one taxpayer and another. On the contrary, the con- 
siderations . . . seem to show plainly that they could 
not well be taxed without raising a number of points 
of principle which are both difficult in themselves and 
of which the solution would remain debatable. They 
could, of course, be solved, if they had to be, by the 
adoption of arbitrary rules: but the rules would be 
arbitrary ones, without much support from logical 
principle, and in the result a tax on these lines would 
be likely to create at least as many inequities as it 
would remove." (par. 99) 


Perhaps more fundamental to their rejection is 
the commission’s alarm over the complicated Gordian 
knot it finds that equity would dictate in treating of 
capital losses and other aspects. 


"Indeed no form of the tax that was based on 
realized gains and realized losses—and there is no 
alternative—would escape the serious objection to its 
foundation in equity that it would tax to the same 
extent a man who had realized a gain on one of his 
assets, though showing a net loss on others that he 
retained, as the man who had realized a similar gain 
without any current depreciation of his other assets 
to set against it.’ (par. 99) 


It also finds repugnant, for example, the treatment 
of losses, necessary in equity, whereby they could be 
offset at the marginal applicable rate of taxation while 
at the same time the taxpayer would be freely per- 
mitted to retain untaxed other resources which might 
have experienced appreciation. 


Turning to economic issues, the majority find 
that, like equity, they, too, weigh heavily against any 
taxation of appreciation in property values. Initially, 
on the negative side, the commission disposes of the 
contention that the lack of a capital-gains tax can 
contribute to the course of inflation—a conclusion 
derived by some proponents from the premise that 
such receipts are likely to be consumed rather than 
reinvested. To the majority, “no sound conclusion 
could be arrived at, one way or the other, on this. 
theme.” 


"The tendency to live upon capital will be there, 
whether capital gains are being made or not; the 
mere fact that capital is increasing in money value 
(though in many cases falling in real value) does not 
in any obvious way give strong encouragement to 
spending out of capital." (par. 104) 


At the same time: 


"A capital-gains tax would indeed have some gen- 
eral effect, in an inflationary phase, as a deterrent 
to investment in securities and real property; but this 
effect is the same as that produced by monetary policy, 
which does the job much more directly and is vastly 
easier and cheaper to administer." (par. 105} 


ECONOMIC CASE NOT STRONG ENOUGH 


But the majority then proceed to turn this eco- 
nomic argument around and use it to affirm its case 
for rejecting a tax on capital gains, saying: 


"It seems to us much better to assume that, on 
the whole, capital gains will be saved. Certainly it 
is the sensible thing that they should be; and we do 
not see much evidence that this presumption of reason- 
able conduct fails to correspond, in the main, with the 
facts. It is a general principle that a tax which falls 
upon saving does not in itself contribute to the control 
of inflation. We believe that it is upon savings that 
a capital-gains tax would mainly fall; and, if that is so, 
the hopes that have been built on its favorable eco- 
nomic effects would be disappointed.” (par. 106) 


The majority conclude it “could not safely attach 
any weight to the economic arguments” in favor of 
such a tax. It broadens this rejection to include not 
only the possible treatment of such gains as income 
subject either to the standard income tax or the 
surtax, but also to “any supplementary scheme for 
charging them or some of them to a flat-rate tax as 
constituting a special category of income” (a treat- 
ment, presumably, similar to ours). 

In summarizing its thinking on the probable effects 
of such a tax on saving, the commission says: 


"On the other hand we felt that we must give 
weight to the fact that such a tax would have some, 
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A Quick Look at the British System 


Indwiduals—They pay both an income tax and a 
surtax. The income tax, called “the standard rate,”’ is 
currently fixed at 4214% of taxable income over £360. 
Surtaxes apply to gross income over £2,000; their 
rates are graduated, ranging from 10% to 50%. 

Corporations—They pay both an income and a 
“profits tax.” The income tax is the same standard 
rate that applies to individuals. The supplementary 
“profits tax”’ is applied to income over £2,000 and is 
in addition to the income tax. It consists of two parts: 
a 2216% tax on distributed profits and a 244% tax on 
undistributed profits. Depending on the proportion of 
earnings distributed, the over-all corporation tax ranges 
from 45% to 59.2%. 

Dwidends — The standard rate income tax is de- 
ducted by the corporation from dividend and interest 
payments. Depending on his tax bracket, the recipient 
is subsequently entitled either to a tax credit or refund 
for the amount thus withheld. Unless the dividend was 
paid out of corporate profits not previously taxed, the 
corporation retains for its own use the withheld amount 
as reimbursement for the income tax it has paid. Thus 
double taxation of the same income is avoided. 

Capital Allowances—An “annual allowance,” as in 
American tax treatment of depreciation, is deductible 
from gross receipts in arriving at a company’s taxable 
income. A further “initial allowance,” to be deducted 
in the year of acquisition, is a fixed percentage of the 
cost of the asset or capital investment. It applies to 
only certain categories of capital outlays. The “‘invest- 
ment allowance,” which has currently superseded the 
“jnitial allowance,”’ operates in much the same manner, 
except that its value is over and above the total value 
of the asset which will eventually be written off in 
annual allowances. It thus permits charge-offs against 
profits over the life of the asset of an amount in excess 
of the full cost of the asset. 


even possibly a serious, disincentive effect on the pri- 
vate saving which now takes place: and, though it might 
discourage a small number of people who were en- 
abled by the obtaining of capital gains to maintain 
a standard of living out of relation to their income, its 
general effect would be to tax a very much larger 
number of persons without the justification of any 
equitable design." (par. 107) 


The above but briefly summarizes some of the 
charges in the full indictment brought by the major- 
ity. In addition, any such tax which would effect 
shifts of capital between forms of investment, or the 
process of reinvestment, troubles the majority. They 
see great difficulties in observing the equities were 
such transactions to be taxed. Always alert to prac- 
tical affairs, the majority are further turned away 
from capital-gains taxation by the seemingly inevi- 
table complexities involved. They feel it could hardly 
be feasible without a multitude of qualifications and 
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exemptions—and hardly justified by the probable 
revenue return. 

The minority would have none of this reasoning, 
and hold that “the tax exemption of the so-called 
capital profits of various kinds represents the most 
serious omission in our present system of income 
taxation.” Their basic argument is: 


. that capital gains increase a person's taxable 
capacity by increasing his power to spend or save; 
and since capital gains are not distributed among the 
different members of the taxpaying community in fair 
proportion to their taxable incomes but are concen- 
trated in the hands of property owners (and particularly 
the owners of equity shares) their exclusion from the 
scope of taxation constitutes a serious discrimination 
in tax treatment in favor of a particular class of tax- 
payer." (par. 35) 


Somewhat apart from the “taxable capacity” argu- 
ment, the minority also find an avoidable evil in the 
financial legerdemain they see engendered by the 
existing access to tax shelter in capital gains. 


"The full significance of the omission of capital 
profits from taxation only becomes clear, however, 
when it is appreciated that the extent to which re- 
wards take the form of tax-free capital gains rather 
than taxed dividend income is not something that is 
fixed by nature, but is very much subject to manipu- 
lation by the taxpayer. A community with a highly 
developed capital market like Britain offers wide 
opportunities for an individual so to arrange his af- 
fairs that the accrual of benefits from his ownership 
of capital takes the form of capital appreciation in- 
stead of taxable income." (par. 45) 


The minority, however, come around to conced- 
ing that capital gains may be the result of inflation 
and thus illusory. But they further argue that those 
thereby affected still emerge better off in compari- 
son with others with fixed incomes. Their major 
concession to the majority’s case comes when they 
deal with the question of what tax rates should apply 
to capital gains. Here, expediency becomes the cri- 
terion: 


. . we recognize the force of the argument 
dust leads to the conclusion that it would be in- 
expedient to tax capital gains at the full progressive 
rate of income tax and surtax combined. The argu- 
ments in favor of confining the charge to income tax 
[a flat rate and therefore similar to American capital- 
gains tax] . . . are more powerful in our view when 
considered from the point of view of expediency than 
when considered from the strict point of view of 
equity." (par. 61) 

The underlying reason for this difference in rec- 
ommended rates and for separate treatment from that 
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given other forms of income is that the great bulk 
of such income is “closely linked” with the large 
property owner, and the minority therefore reason: 


"If capital gains were subjected to both income tax 
and surtax the effect would be that a great part of 
these gains would be taxed at an extremely high 
rate . . . which would be bound to have a destructive 
effect on the willingness to assume risks." (par. 61) 


With this admission that such taxation can ad- 
versely affect saving and the willingness to invest, 
the minority go on to broaden their point: 


"Added to this is the consideration that since a 
great deal of capital investment is made in the ex- 
pectation of distant and not immediate appreciation, 
even those investors not currently liable to the higher 
surtax rates would be in considerable uncertainty as 
to the rate at which their ultimate gains would be taxed 
when realized. Finally, the full charging of capital 
gains to both income tax and surtax would have a 
negative effect on the incentive to save and encourage 
capitalists to dissipate their capital." (par. 61) 


Thus it concludes: 


... that the taxation of capital gains beyond a 
certain rate would have highly undesirable effects on 
risk bearing, saving, and capital formation." (par. 61) 


Notably, though, while the minority take a clear 
position on the adverse effect of a progressive tax 
rate on capital gains, they do not examine nor take 
a position on the closely related point of the possible 
effects of the flat rate they recommend on the same 
saving, investment, risk-taking process. 

The administrative headaches foreseen by the 
majority do not perplex the minority commissioners, 
other than in the passing comment that they do not 
believe “these problems would prove so formidable 
as is sometimes suggested.” For one thing, the 
minority place the probable yield at between four 
and seven times the majority’s expectation, a dis- 
crepancy sufficient to justify in the abstract, at least, 
a considerable amount of administrative bother. 


ORIGINAL VERSUS REPLACEMENT COSTS 


Fixed capital assets and inventories did not touch 
off the same degree of controversy within the com- 
mission as did capital gains. Controversy may, in- 
stead, well ensue on the outside, for its reeommenda- 
tions go to the heart of matters of vital concern to 
many business enterprises. The majority begin their 
study of the present system of allowing tax deduc- 
tions on fixed business assets with uneasy feelings: 


"One thing must be said in this connection. The 
practical result of the changes since 1920 has been to 
afford a scheme of protection to ‘material’ capital that 
is not available to ‘personal’ capital. Our predecessors 


were apprehensive about this possibility when they 
wrote of the risk of creating ‘grave inequalities be- 
tween different classes of income’; and we have seen 
that it was on this ground, amongst others, that they 
rejected proposals for a general allowance for the 
amortization of wasting assets."' (par. 325) 


Further, the Report adds, there are also uncomfor- 
table questions of equity in present tax treatment 
which allows relief regardless of whether the asset. 
is used up in the business or merely used, and even 
regardless of whether it has actually appreciated in 
value. Rather sweepingly it concludes that the pres- 
ent system, including initial and investment allow- 
ances, “goes a long way” toward covering loss through 
wear and tear, obsolescence, and even change in 
monetary value. 

From these observations, the commission turns to 
the underlying question: Why should there be any 
allowances for depreciation of assets? Its answer is 
a pragmatic one: 


"Whatever be the right rationalization it is clear 
to us that they have come to stay and they must be 
taken as an integral part of our system of taxing 
business profits. We are content to accept them on 
this basis. Accordingly, our aim in what follows is 
primarily to investigate the possibility of making the 
existing system more logical and consistent with itself, 
particularly in the extremely difficult problems cre- 
ated by inflation. ..." (par. 328) 


Since the commission has already made the basic 
assumption for its entire study that there will be 
no further marked change in the value of the cur- 
rency, its primary concern here is with the hang-over 
problems left by past inflation. Between the lines, 
the bold thread of this optimistic premise is appar- 
ent in its prescriptions for the future. 

The task it assigns itself bring the commission 
face-to-face with a question around which contro- 
versey has ebbed and flowed both here and abroad 
for many years. Is the traditional original-cost basis 
for allowing depreciation allowances proper? Or 
should the tax system formally recognize and allow 
for the differences between yesterday’s and today’s 
currency values? Earlier British royal commissions 
had rejected all schemes departing from an original- 
cost basis, and the Radcliffe report prefaces its discus- 
sion by quoting with approval the most recent one— 
the Tucker report—when it says that among other 
reasons there is one objection “common to all [re- 
placement-cost] schemes, namely, that they involve 
giving preferential treatment to the owners of busi- 
nesses as against other classes of taxpayers’! who, 
as a general rule, are not sheltered in the tax statutes 
from the inroads made by inflation. 

1Cmd. 8189, par. 100. 
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These schemes bestow inequitable treatment even 
within the business sector. According to the com- 
missioners, only those firms which were replacing 
fixed stocks would benefit; old businesses that were 
expanding and new firms would not benefit. 

From equity the majority turn to statistical argu- 
ment, exploring at length the factual evidence offered 
to buttress the claim that the historical cost method 
of calculating depreciation for tax purposes has been 
at least partly responsible for “erosion” of invested 
capital, and the claim that soon it would not be 
possible to maintain an adequate level of investment. 
The commissioners weighed and found wanting the 
evidence that erosion, in fact, has occurred. But even 
if they were wrong and there has been some erosion: 


. it does not follow that it is the current forms 
of business taxation that are responsible . . . for, as 
we have said, the rate of accretion of capital goods 
has depended since the war on physical factors and 
not on availability of money." (par. 338) 


CONSIDERATIONS OTHER THAN STATISTICAL 


The commissioners are concerned, however, whether 
monetary capital expenditure figures such as they 
necessarily had to deal with in their study ade- 
quately portray qualitative differences in the effi- 
ciency of the investment made between 1938 and 
1951 (the period studied) and whether the figures can 
be reliably used to measure British capital expansion 
as against the achievements of other countries. The 
“relatively low proportion of available resources” 
devoted in the United Kingdom to fixed business 
investment may have additional explanations: 


"No doubt this reluctance can be attributed to 
several different causes of which the high rate of tax- 
ation of industrial profits and a general unwillingness 
to undertake the risk of further investment would be 
two. But in some cases a shortage of financial rather 
than physical resources must make a third: and we 
think it probable that this factor will be of increasing 
weight in the years ahead." (par. 339) 


Although the majority conclude that taxation has 
not been the principal culprit in any capital erosion, 
they admit that it is an important factor in the 
whole business investment picture: 


"The evidence has revealed too what we know al- 
ready, that taxation takes a very heavy toll on business 
profits: so much so as to be a constant source of 
anxiety to those responsible for its successful conduct 
in the future. But it is important that the question of 
the weight of taxation should not be confused with 
the separate question of the kind of system. If it is 
the weight of tax that is at issue then depreciation 
allowances are relevant only in so far as they might 
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reduce the total burden of taxation. . . . But here we 
are concerned with the narrower point: given that the 
same total revenue has to be raised, are depreciation 
allowances in their present form the best method of 
giving relief to industry?" (par. 343) 


Their answer is, in short, that the historical cost 
system is the best method: 


"1. We do not accept that as a matter of principle 
a trader's profits in times of inflation must be com- 
puted with allowance for the cost of replacement of 
fixed assets or the fall in the purchasing power of 
money. 


"2. We think that for the purposes of taxation a 
system of computing his profits that does not make 
allowance for these factors is preferable to one that 
does." (par. 368) 


Although the majority are firm in this position, 
they also would admit the obvious—that, after a 
period of price rises, depreciation based on historical 
cost will not provide a fund adequate to buy a new 
asset of equivalent real value. Under these circum- 
stances, a tax on corporate income is, in a real 
sense, also a tax on the additional money that will 
some day be needed to replace the asset. 

But the arguments summarized above, plus the 
commission’s ever-present concern for administrative 
aspects, would still prevail. As to the latter, adop- 
tion of any scheme based on current or replacement 
costs would entail too great a burden. While the 
majority hold that the British system of initial or 
investment allowances (see box, page 401) is not in- 
tended to help overcome problems caused by inflated 
costs, it also assumes that “one or the other [allow- 
ance] will be available to the trader as a matter of 
general policy.” In so doing, the Report seems to 
make a bow in the direction of the need which replace- 
ment-cost doctrines are designed to relieve: 


“We think it sufficient to recognize that the prob- 
lem of the trader is a formidable one when he has 
to meet at the same time high taxation on his profits 
and a greatly increased cost of replacement: and 
therefore some measure for alleviating the weight of 
taxation of business profits is to be looked for as a 
normal incident of the tax code." (par. 372) 


When the study turns to invertories and their tax 
treatment, the majority, on the surface at least, seem 
to make an about-face, coming up with proposals 
appearing inconsistent with the treatment proposed 
for fixed assets. For inventories, they are prepared 
to accept LIFO, or similar methods or revaluing stocks 


1The commission is not entirely happy over the selective tax 
abatement involved in the system of initial and investment allow- 
ances, and makes this penetrating comment: “ . . . a democracy 
supported by universal suffrage ought to be peculiarly careful to 
guard itself against experiments in discriminatory taxation.” (par. 
418) 
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from an actual- to a replacement-cost basis.1 They 
would consequently have the inflationary element re- 
moved from any profits arising from an increase in 
prices of existing inventories. They would not, how- 
ever, permit the tax system to grant relief at least 
directly, from the insufficient provision for replacing 
fixed assets which may have resulted at the same 
time from the same cause. Moreover, as long as the 
costs assigned to inventories represent real figures 
and are not calculated by “arbitrary or fictitious 
methods, the majority would allow considerable free- 
dom in the selection of a valuation method, with no 
particular brief to be held for LIFO over other sys- 
tems designed to achieve the same goal. 


"Our conclusion is that it would not be advantageous 
for the tax system to contain a requirement that all 
businesses must use a single prescribed method in 
evaluating their stock in trade for the purpose of com- 
puting taxable profits. . . . businesses are so various 
in nature that what is the most suitable method to 
reflect the true annual profits of one cannot be ex- 
pected to be the most suitable method for every 
other." (par. 470) 


OTHER TAX TROUBLES 


While the Report also covers a host of other topics 
and affords a variety of other comments of rele- 
vance to American tax affairs, only three can be 
sketchily referred to here. Tax treatment of fluc- 
tuating incomes, current incomes, and foreign incomes 
are troublesome topics today in Britain, as they are 
here (where all are either pending business in Con- 
gress or are matters of unusual current moment). 

The commission is troubled by the inherent in- 
equities posed by the effect of a progressive tax sys- 
tem applied to fluctuating incomes and producing dif- 
fering incidence upon even and uneven income flows. 
Although the British have a fairly elaborate system 
for spreading the sporadic income derived from cre- 
ative effort over several taxable years, the majority 
feel it is not yet satisfactory and would move toward 
a more comprehensive system of income averaging. 
They do not hold, however, that mere change in in- 
come is of any great concern—it is, rather, in “the 
very nature of things.” What is particularly impor- 
tant and significant, they feel, is the alleviation of 
“hardships” resulting from sudden and substantial 
declines in income. But to move toward a “general 
scheme” of averaging seems to involve insurmount- 
able practical difficulties: 


"We are forced, reluctantly, to the conclusion that 
a general scheme allowing averaging of income over 
a period of years is an administrative impossibility. 
It could not be put into satisfactory operation without 


1LJFO, as discussed by the majority, is a scheme of valuation 
generally similar to that known in this country by the same initials, 
though, in operation, it is not necessarily identical. 


an addition to the numbers of Inland Revenue staff 
that would be disproportionate to the amount of in- 
justice that is involved in the present system. For, 
while a steep progression of tax certainly tends to treat 
the irregular income more harshly than the regular one, 
it is only in the comparatively exceptional case of 
marked irregularity that the injustice is, we believe, a 
source of active grievance.’ (par. 200) 


As a stopgap, which it terms “better than noth- 
ing,” the majority propose a scheme for alleviating 
those “hardship cases” involving drops of 50% or 
more in income between two taxable years. The 
other side of the coin, the case of the sharp increase 
in income between two years, receives little com- 
miseration from the commissioners. 

They would also like to do something about the lag 
between the earning of income and the payment of 
tax, and the “resulting artificiality” in any given year 
in the relationship. between tax payments and in- 
come earned. The majority find it possible to fix 
this matter for corporations, but not for individuals 
because of the administrative burden in handling the 
sheer number of taxpayers involved. To shift corpo- 
rations to a current-year basis, it proposes a rather 
involved system of provisional tax assessments to 
be submitted by the firms using income “on a pre- 
ceding-year basis” and later subject to revision when 
the actual profit of the taxable year is known. 

In one of its longest treatments of any subject, the 
commission is unable to reach a consensus on proper 
treatment of income earned abroad—the same out- 
come which has resulted from many recent American 
deliberations on the same topic. In the end, the 
commission had to be satisfied with a compromise 
favoring further relief for such profits, but confining 
it to the undistributed earnings of certain kinds of 
overseas ventures—those earned by a special category 
of firms to be set up, similar to the American tax 
law’s Western Hemisphere trading corporations. 

The message of the Radcliffe commission, if so 
detailed and inclusive a study is finally to be reduced 
to but a few phrases, is that there are no simple 
solutions to the dilemmas created by the tax systems 
of today. Although many of its prescriptions are ac- 
companied by individual reservations, and some argu- 
ments of the dissenters from majority opinion cannot 
easily be ignored, the over-all theme is approval of 
the soundness of the basic principles of the present 
income-tax system. It would change the tax struc- 
ture in very few major respects but make a wide 
range of minor improvements. And most of these 
derive from the simple proposition that the rules that 
pertained to an era of low tax rates and modest 
revenues no longer fit present-day realities. 


Turopore R. GaAtrEs 
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In the September Management Record 


The Line-Staff Relationship—Friction between line and staff departments can 
be minimized through a proper understanding of their relationships. It is 
first necessary to determine which functions are line and which are staff in a 
particular company. Then personnel can be oriented to see not only their 
own role but the part other departments play in achieving the over-all goals 
of the company. 


Financing the Ford Plan—for a company to remain financially sound and still 
underwrite a major benefit program, such as Ford’s supplemental unemploy- 
ment compensation plan, it is necessary to have a dollar-and-cents ceiling on 
its obligations. How Ford accomplishes this is given in the article. 


What Is Automation?—Automation can be one of two things: advanced 
mechanization such as in large automobile plants, or automatic self-regulation, 
which is mechanization of a very special sort based on the concept of 
feedback. Using the second definition, the author, John Diebold, sees auto- 
mation as gradually expanding and providing better means of performing 
operations at lower cost and higher output. 


Physical Examinations after Absence and Layoff—Many companies require 
health checkups of employees after an illness. But in the small company 
with no medical department how is this problem handled? The Board investi- 
gated the practices of twelve small companies, and the results are reported 
here. 
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DOES THE CONSUMER GET 
A BREAK 


UNDER 
“FAIR TRADE” ? 


If you say no then do you believe in loss-leaders? Or doesn't that 
necessarily follow? In any case, who pays for the break the consumer 
gets under a setup that permits ‘excessive’ price cutting? 


It’s not simple, this problem of retail pricing, since even with fair- 
trade laws on the statute books of 45 of the 48 states, price mainte- 
nance is far from being an accomplished fact. 


Experience under “‘Fair Trade"’ retailing, and the principles involved, 
set members of the Conference Board Economic Forum in full swing 
at their recent session on the subject. Proceedings of the meeting, as 
well as important working papers (including the summary chapter of 
the official Canadian report just issued on loss-leadering in that country) 
is now being readied for distribution to Associates under the title: 


THE “FAIR TRADE” QUESTION 


A Study in Business Economics 


Publication date will be announced in ‘*Previews.’' Let us know if 
you need extra copies, singly or in quantity orders at lower prices. 


